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H.R. 1827, THE GOVERNMENT WASTE 
CORRECTIONS ACT OF 1999 


TUESDAY, J UNE 29, 1999 

House of Representatives, 

Subcommittee on Government Management, 
Information, and Technology, 
Committee on Government Reform, 

Washington, DC. 

The subcommittee met, pursuant to notice, at 2:01 p.m., in room 
2247, Rayburn House Office Building, Hon. Stephen Horn (chair- 
man of the subcommittee) presiding. 

Present: Representatives Horn, Walden, Ose, Burton, and Turn- 
er. 

Staff present: J . Russell George, staff director; Randy Kaplan, 
counsel; Bonnie Heald, communications director; Matthew Ebert, 
policy advisor; J ane Cobb, professional staff member. Committee on 
Government Reform; Grant Newman, clerk; J ustin Schleuter, Paul 
Wicker, Lauren Lefton, and J ohn Phillips, interns; Michelle Ash 
and Faith Weiss, minority counsels; Mark Stephenson, minority 
professional staff member; and Earley Green, minority staff assist- 
ant. 

Mr. Horn. The Subcommittee on Government Management, In- 
formation, and Technology will come to order. 

Fraud, waste, and error in Federal programs and activities are 
costing taxpayers billions of dollars each year. Earlier this session, 
the Subcommittee on Government Management, Information, and 
Technology held its annual series of hearings on the Federal Gov- 
ernment's financial management practices. On March 31, 1999, 
this subcommittee held a hearing examining the Governmentwide 
Consolidated Financial Statement. The audit of this government- 
wide financial statement, performed by the General Accounting Of- 
fice, illustrated the broad array of financial management problems 
faced by the Federal Government. 

The report confirmed that tens of billions of taxpayer dollars are 
being lost each year to waste, abuse, and mismanagement in hun- 
dreds of programs within the executive branch of the Federal Gov- 
ernment. Improper payments made to vendors and others supply- 
ing goods and services to Federal departments and agencies is one 
of the most serious areas of waste and error. According to the Gen- 
eral Accounting Office, Federal departments and agencies were un- 
able to determine the full extent of improper payments in major 
programs, estimated to involve billions of dollars each year. 

At the Department of Defense, the General Accounting Office re- 
ported that among the most serious financial management weak- 

( 1 ) 
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nesses was the Department's inability to determine the full extent 
of improper payments. The Health Care Financing Administra- 
tion's Medicare Program was cited by the General Accounting Of- 
fice as a high-risk area for fraud, waste, and abuse. In 1998, there 
was an estimated $12.6 billion in Medicare overpayments. 

Today we will examine H.R. 1827, the Government Waste Cor- 
rections Act of 1999, introduced by my colleague and the chairman 
of this full committee, the Committee on Government Reform, Rep- 
resentative Dan Burton of Indiana. This legislation offers a poten- 
tial solution to address the billions of dollars of erroneous overpay- 
ments made each year. This bill would require executive branch de- 
partments and agencies to use a process called, "recovery auditing," 
to review Federal payment transactions to identify and recover er- 
roneous overpayments. 

Recovery auditing is a process of reviewing payment transactions 
to identify and recover incorrect payments. Payments for goods and 
services can be processed incorrectly for a variety of reasons. Ven- 
dors can make pricing errors on their invoices. They may forget to 
award discounts. Or they can neglect to offer allowances and re- 
bates. Recovery auditors review payment transactions to identify 
three types of errors. 

For decades, private sector companies have successfully used re- 
covery auditing to identify and collect erroneous overpayments. Re- 
covery auditing is currently used to a limited extent in the Federal 
Government. H.R. 1827 would expand the use of recovery auditing 
to all executive branch departments and agencies for payment ac- 
tivities of at least $10 million annually. 

Recovery audits could be conducted in house or contracted out to 
a private recovery audit firm. The bill would require recovery audi- 
tors to report on the factors causing overpayments and steps that 
can be taken to reduce such overpayment. To encourage agencies 
to participate in recovery auditing, the bill would allow agencies to 
be reimbursed for costs they incur for their recovery audit efforts. 
Additional amounts collected could be used by the agency to carry 
out management improvement programs. 

The subcommittee will hear from a variety of public and private 
sector witnesses who will discuss the provisions of H.R. 1827, in- 
cluding the application of recovery auditing to the Federal Govern- 
ment. I welcome our witnesses. We look forward to their testimony. 
And I am delighted now to yield for an opening statement to Mr. 
Turner of Texas, the ranking member on this committee. And we 
are delighted to have you here, J im. It is all yours. 

[The text of H.R. 1827 and the prepared statement of Hon. Ste- 
phen Horn follow:] 
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H. R. 1827 

To improve the economy and efficiency of Government operations by requiring the 
use of recovery audits by Federai agencies. 


IN THE HOUSE OF REPRESENTATIVES 
May 17, 1999 

Mr. Burton of Indiana (for himseif, Mr. Armey, and Mr. Ose) introduced the 
foiiowing biii; which was referred to the Committee on Government Reform 


A BILL 

To improve the economy and efficiency of Government operations by requiring the 
use of recovery audits by Federai agencies. 

Be it enacted by the Senate and House of Representatives of the United States 
of America in Congress assembied, 

SECTION 1. SHORT TITLE. 

This Act may be cited as the "Government Waste Corrections Act of 1999". 

SEC. 2. FINDINGS AND PURPOSES. 

(a) Findings.— The Congress finds the foiiowing: 

(1) In private industry, overpayments to providers of goods and services 
occur for a variety of reasons, inciuding dupiicate payments, pricing errors, and 
missed cash discounts, rebates, or other aiiowances. The identification and re- 
covery of such overpayments, commoniy referred to as "recovery auditing", is an 
estabiished private sector business practice with demonstrated iarge finandai 
returns. On average, recovery audits in the private sector identify payment 
error rates of 0.1 percent of purchases audited and resuit in the recovery of 
$1,000,000 for each $1,000,000,000 of purchases. 

(2) Overpayments are a serious probiem for Federai agencies, given the 
magnitude and compiexity of Federai operations and documented and wide- 
spread finandai management weaknesses. Federai agency overpayments waste 
tax doiiars and detract from the efficiency and effectiveness of Federai oper- 
ations by diverting resources from their intended uses. 

(3) Recovery auditing aiready has been empioyed successfuiiy in iimited 
areas of Federai activity. It has great potential for expansion to many other 
Federal agencies and activities, thereby resulting in the recovery of substantial 
amounts of overpayments annually. Limited recovery audits conducted to date 
have identified errors averaging 0.4 percent of Federal payments audited, or 
$4,000,000 for every $1,000,000,000 of payments. If fully implemented within 
the Federal Government, recovery auditing has the potential to recover billions 
of dollars in Federal overpayments annually. 

(b) Purposes.— The purposes of this Act arethefollowing: 

(1) To require the use of recovery audits by Federal agencies. 

(2) To provide incentives and resources to improve Federal management 
practices with the goal of significantly reducing Federal overpayment rates and 
other waste and error in Federal programs. 

SEC. 3. ESTABLISHMENT OF RECOVERY AUDITS REQUIREMENT. 

(a) Establishment of Reouirement.— Chapter 35 of title 31, United States 
Code, is amended by adding at the end the following: 

"SUBCHAPTER VI— RECOVERY AUDITS 

‘^3561. Definitions 

"In this subchapter, thefollowing definitions apply: 

"(1) Director.— The term 'Director' means the Director of the Office of 
Management and Budget. 
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"(2) Payment activity.— The term 'payment activity' means an executive 
agency activity that entaiis making payments to— 

"(A) vendors or other entities that provide property or services for the 
direct benefit or use of an executive agency: or 

"(B) entities that provide services or make payments on behaif of the 
Federai Government pursuant to contractuai arrangements with an execu- 
tive agency. 

"(3) Recovery audit.— The term 'recovery audit' means an auditing process 
to identify overpayments made by executive agencies to vendors and other com- 
merdai entities in connection with a payment activity, inciuding overpayments 
that resuit from dupiicate payments, pricing errors, faiiureto provide appiicabie 
discounts, rebates, or other appiicabie aiiowances, or charges or payments that 
are not authorized by iaw, reguiation, or other appiicabie requirements. 

‘^3562. Recovery audit requirement 

"(a) In General.— Except as provided in subsection (d), the head of each execu- 
tive agency— 

"(1) shaii conduct recovery audits with respect to each payment activity of 
the executive agency that expends $10,000,000 or more annuaiiy; and 

"(2) may conduct recovery audits for any other payment activity of the exec- 
utive agency. 

"(b) Procedures.— In conducting recovery audits under this section, the head 
of an executive agency— 

"(1) shaii give priority to the most recent payments: 

"(2) shaii impiement this section in a manner designed to ensure the great- 
est finandai benefit to the Government: and 

"(3) may conduct recovery audits directiy, by procuring performance of re- 
covery audits by contract (subject to the avaiiabiiity of appropriations), or by 
any combination thereof. 

"(c) Recovery Audit Contracts.— 

"(1) Executive agency authorities.— With respect to recovery audits pro- 
cured by an executive agency by contract— 

"(A) notwithstanding section 3302(b) of this titie, the executive agency 
head may pay the contractor an amount not to exceed 25 percent of the 
totai amount recovered by the executive agency, through setoff and other- 
wise, soieiy on the basis of information obtained as a resuit of audits per- 
formed by the contractor under the contract: 

"(B) the executive agency head may authorize the contractor (subject to 
subparagraph (C)) to notify entities of potentiai overpayments, to respond 
to questions concerning potentiai overpayments, and to take other adminis- 
trative actions with respect to overpayment daims: and 

"(C) subject to section 3711 of this titie, the executive agency head shaii 
have finai authority to resoive disputes, to compromise or terminate over- 
payment daims, to coiiect by setoff, and to initiate iitigation or referrais for 
iitigation. 

"(2) Contract terms and conditions.— The head of an executive agency 
shaii inciude in each contract for procurement of performance of a recovery 
audit a requirement that the contractor shaii— 

"(A) provide to the executive agency periodic reports on conditions giv- 
ing rise to overpayments identified by the contractor and any recommenda- 
tions on how to mitigate such conditions: and 

"(B) notify the executive agency of any overpayments identified by the 
contractor pertaining to the executive agency or to another executive agency 
that are beyond the scope of the contract. 

"(3) Executive agency action following notification.— The head of an 
executive agency shaii take prompt and appropriate action in response to a noti- 
fication by a contractor under subparagraph (A) or (B) of paragraph (2), inciud- 
ing forwarding to other executive agencies any information that appiies to them. 
"(d) Exemptions.— The Director may exempt any executive agen^ payment ac- 
tivity from the requirement of subsection (a)(1) if the Director determines that con- 
ducting recovery audits for that payment activity wouid not be practicai or cost-ef- 
fective. 

‘^3563. Recovery audit model programs 

"(a) In General.— The Director, after consuiting with executive agency heads, 
shaii designate not iess than five recovery audit modei programs. The designated 
modei programs shaii — 
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"(1) reflect a r^resentative range of executive agencies, program activities, 
and payment practices; and 

"(2) continuefor a period of at least oneyear. 

"(b) Purpose.— The purpose of the model programs designated under this sec- 
tion is to stimulate and enhance recovery audits in the Federal Government by de- 
veloping best practices and otherwise identifying ways to make recovery audits more 
effective. I n designating the model programs, the Director shall ensure that the des- 
ignated programs complement, and in no way preempt or delay, other Federal recov- 
ery audit activities. 

‘^3564. Disposition of amounts collected 

"(a) I N General.— Notwithstanding section 3302(b) of this title, amounts an ex- 
ecutive agency collects, by setoff and otherwise, each fiscal year through recovery 
audits conducted under this subchapter shall be treated in accordance with this sec- 
tion. 

"(b) Use for Recovery Audit Costs.— Not more than one quarter of the 
amounts collected by an executive agency through recovery audits shall be available 
to meet obligations to recovery audit contractors and to reimburse applicable appro- 
priations for other recovery audit costs incurred by the executive agency. 

"(c) Use for Management Improvement Program.— Not more than one half 
of the amounts collected by an executive agency through recovery audits— 

"(1) shall be available to the head of the executive agency to carry out the 
management improvement program of the agency under section 3565 of this 
title: 

"(2) may be credited for that purpose by the agency head to any agency ap- 
propriations and funds that are available for obligation at the time of collection: 
and 

"(3) shall remain available for the same period as the appropriation or fund 
to which credited. 

"(d) Use for Original Purpose.— Not more than one quarter of the amounts 
collected— 

"(1) shall be credited to the appropriation or fund, if any, available for obli- 
gation at the time of collection for the same general purposes as the appropria- 
tion or fund from which the overpayment was made: and 

"(2) shall remain available for the same period and purposes as the appro- 
priation or fund to which credited. 

"(e) Remainder.— Amounts collected that are not applied in accordance with 
subsection (b), (c), or (d) shall be deposited in the Treasury as miscellaneous re- 
cei pts. 

"(f) Limitation of Amounts.— In accordance with section 1512(d) of this title, 
the Director may reserve amounts made available to an executive agency under sub- 
sections (b) through (d) to the extent the Director determines that the full amounts 
otherwise available cannot be used productively for the purposes for which they are 
made available. 

‘^3565. Management improvement program 

"(a) I N General.— 

"(1) Requirement.- The head of each executive agency shall conduct a 
management improvement program, consistent with rules prescribed by the Di- 
rector. 

"(2) Program features.— In conducting the program, the head of the exec- 
utive agency— 

"(A) shall, as the first priority of the program, address problems that 
contribute directly to agency overpayments: and 

"(B) may seek to reduce errors and waste in other executive agency pro- 
grams and operations by improving the executive agency's staff capacity, in- 
formation technology, and financial management. 

"(3) Integration with other activities.— T he head of an executive agen- 

cy- 

"(A) subject to subparagraph (B), may integrate the program under this 
section, in whole or in part, with other executive agency management im- 
provement programs and activities: and 

"(B) must retain the ability to account specifically for the use of 
amounts made available under section 3465(b) of this title. 

"(b) Awards.— 

"(l)lN GENERAL.— The head of an executive agency may, under the program 
under this section and subject to the availability of appropriations, pay cash 
awards to career employees of the executive agency who have made extraor- 
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dinary contributions to improving the executive agency's operations in a way 
that demonstrabiy and substantiaiiy reduces waste and error by the executive 
agency. 

"(2) Terms and conditions.— An award under this subsection shaii be sub- 
ject to the foliowing terms and conditions: 

"(A) An award may be granted to an individual employee or to a group 
of employees, in any amount not exceeding $150,000 for any individual. 

"(B) The award must be based on a written determination by the execu- 
tive agency head that the awardee (or the group of awardees, collectively) 
was directly and primarily responsible for actions that result in tangible 
cost savings to the executive agency of at least double the amount of the 
award. 

"(C) The Director must concur in any award that exceeds $50,000 to 
any individual. 

"(D) The awards shall be in addition to any pay and allowances to 
which an employee is otherwise entitled, and shall not affect an employee's 
eligibility for other bonuses and awards. 

"(E) The award shall be subject to such additional terms and conditions 
as may be prescribed by the Director. 

"(3) Career employee defined.— In this subsection the term 'career em- 
ployee' means any employee of an executive agency, other than— 

"(A) a noncareer appointee, limited term appointee, or limited emer- 
gency appointee (as such terms are defined in section 3132(a) of title 5) in 
the Senior Executive Service: and 

"(B) an employee in a position that has been excepted from the competi- 
tive service by reason of its confidential, policy-determining, policy-making, 
or policy-advocating character. 

‘^3566. Responsibilities of the Office of Management and Budget 

"(a) In General.— The Director shall be responsible for coordinating and over- 
seeing the implementation of this subchapter. 

"(b) Guidance.— I n addition to the Director's specific responsibilities under this 
subchapter, the Director shall issue rules and provide support to agencies in imple- 
menting the subchapter. The Director shall issue initial rules not later than 90 days 
after the date of enactment of this subchapter. 

"(c) Reports.— 

"(1) In general.— Not later than one year after the date of the enactment 
of this subchapter, and annually for each of the two years thereafter, the Direc- 
tor shall submit a report on implementation of the subchapter to the President, 
the Committee on Government Reform of the House of Representatives, the 
Committee on Governmental Affairs of the Senate, and the Committee on Ap- 
propriations of the House of Representatives and of the Senate. 

"(2) Contents.— Each r^ort shall include— 

"(A) a general description and evaluation of the steps taken by execu- 
tive agencies to conduct recovery audits, including an inventory of the pro- 
grams and activities of each executive agency that are subject to recovery 
audits: 

"(B) a description of any exemptions from recovery audits made under 
section 3562(d) of this title: 

"(C) a description and evaluation of the recovery audit model programs 
conducted under section 3563 of this title, that shall include— 

"(i) an assessment of the benefits of the programs: 

"(ii) an identification of best practices from the programs that could 
be applied toother recovery audit activities: and 

"(ill) an identification of any significant problems or barriers to 
more effective recovery audits that were experienced in the model pro- 
grams: 

"(D) a description of executive agency management improvement pro- 
grams under section 3565 of this title, including a description of any awards 
under section 3565(b) of this title: and 

"(E) any recommendations for changes in executive agency practices or 
law or other improvements that the Director believes would enhance the ef- 
fectiveness of executive agency recovery auditing. 

‘^3567. General Accounting Office reports 

"Not later than 60 days after issuance of each report under section 3566(c) of 
this title, the Comptroller General of the United States shall submit a report on the 
implementation of this subchapter to the Committee on Government Reform of the 
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House of Representatives, the Committee on Governmentai Affairs of the Senate, 
the Committee on Appropriations of the House of Representatives and of the Senate, 
and the Director.". 

(b) Application to All Executive Agencies.— Section 3501 of titie 31, United 
States Code, is amended by inserting "and subchapter VI of this chapter" after "sec- 
tion 3513". 

(c) Deadline for Initiation of Recovery Audits.— The head of each executive 
agency shaii begin the first recovery auditing under section 3562 of titie 31, United 
States Code, as amended by this section, by not iater than 6 months after the date 
of the enactment of this Act. 

(d) Clerical Amendment.— The anaiysis at the beginning of chapter 35 of titie 
31, United States Code, is amended by adding at the end thefoiiowing: 

"SUBCHAPTER VI— RECOVERY AUDITS 


"3561. Definitions. 

"3562. Recovery audit requirement. 

"3563. Recovery audit modei programs. 

"3564. Disposition of amounts coiiected. 

"3565. Management improvement program. 

"3566. Responsibiiities of the Office of Management and Budget. 
"3567. Generai Accounting Office reports. 

o 
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Hearing on H.R. 1827, the “Government Waste Corrections Act of 1999” 

Opening Statement 
Rep. Stephen Horn, R-Calif. 

Chairman, House Subcommittee on Government Management, 

Information, and Technology 
June 29,1999 

A quonim being present, the Subcommittee on Government Management, Information, 
and Technology will come to order. 

Fraud, waste, and error in Federal programs and activities are costing taxpayers billions 
of dollars each year. Earlier this session, the Subcommittee on Government Management, 
Information, and Technology held its annual series of hearings on the Federal Government’s 
financial management practices. On March 31, 1999, this subcommittee held a hearing 
examining the Govemraentwide consolidated financial statement. The audit of this 
govemmentwide financial statement, performed by the General Accounting Office, illustrated 
the broad array of financial management problems faced by the Federal Government. The report 
confirmed that tens of billions of taxpayer dollars are being lost each year to waste, abuse and 
mismanagement in hundreds of programs within the Federal Government. 

Improper payments made to vendors and others supplying goods and services to Federal 
departments and agencies is one of the most serious areas of waste and error. According to the 
General Accomiting Office, Federal departments and agencies were unable to determine the full 
extent of improper payments in major programs estimated to involve billions of dollars each 
year. At the Department of Defense, the General Accounting Office reported that among the 
most serious financial management weaknesses was the department’s inability to determine the 
full extent of improper payments. The Health Care Financing Administration’s Medicare 
program was cited by the General Accounting Office as a high-risk area for fraud, waste, and 
abuse. In 1998 there was an estimated $12.6 billion dollars in Medicare overpayments. 

Today we will examine H.R. 1827, the “Government Waste Corrections Act of 1999,” 
introduced by my colleague and the Chairman of the Committee on Government Reform, 
Representative Dan Burton. This legislation offers a potential solution to address the billions of 
dollars of erroneous overpayments made each year. This bill would require Executive Branch 
departments and agencies to use a process called “recovery auditing” to review Federal payment 
transactions to identify and recover erroneous overpayments. 
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Mr. Turner. Thank you, Mr. Chairman. This hearing, of course, 
is focused on a piece of legislation that the chairman of this com- 
mittee, Mr. Burton, introduced last year which seeks to make re- 
covery auditing mandatory for Federal agencies. I appreciate 
Chairman Horn's interest in this issue and his willingness to focus 
on it by holding this hearing. 

As we know, the Federal Government erroneously pays vendors 
and contractors billions of dollars each year and, through a series 
of financial management hearings held by this subcommittee, we 
have learned, for example, that the Medicare system made approxi- 
mately $12 billion in erroneous payments in fiscal year 1998 re- 
vealing an error rate of 7 percent. Obviously, these kinds of errors 
and mistakes do not need to exist in our Federal agencies and I 
commend Chairman Burton as well as Chairman Horn for focusing 
on this problem, continuing to search for solutions such as recovery 
auditing 

Mr. Chairman, thank you again for the opportunity to be a part 
of this very important hearing. 

[The prepar^ statement of Hon. J im Turner follows:] 
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OPENING STATEMENT OF THE HONORABLE JIM TURNER 
GMIT: H.R. 1827 
June 29, 1999 (version #3) 

This hearing is focused on H.R. 1827, legislation which was introduced by 
Chairman Burton this year and seeks to make recovery auditing mandatory for 
federal agencies. I appreciate Chairman Horn’s focus on this issue and am glad to 
have the opportunity to discuss the use of recovery auditing in the public and 
private sectors. 

The federal government erroneously pays vendors and contractors billions of 
dollars each year. Through a series of financial management hearings held by this 
subcommittee, for example, we have learned that the Medicare system made 
approximately $12 billion in erroneous payments in fiscal year 1998 — ^revealing an 
error rate of 7%. 

Even more disturbing is the knowledge that defense contractors voluntarily 
returned $746 million in fiscal 1998, which averages out to about $2 million per 
day in overpayments. In the five years between fiscal 1994 and 1998, defense 
contractors returned about $4.6 billion. Additionally, the General Accounting 
Office has discovered that, because there are no requirements which address the 
notification or return of improperly paid money, many contractors are retaining 
overpayments until the government issues a demand letter for the recovery of the 
overpayment. The General Accounting Office recently testified that both the 
magnitude of overpayments to defense contractors is unknown as is the amount of 
overpayments being retained by contractors. 
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Thus it is imperative that the federal government direct its attention toward 
the improvement of financial management systems and reducing erroneous 
payments. I would like to commend Chairman Burton for focusing on this 
important problem and for searching for solutions, such as recovery auditing. I 
would also like to thank Chairman Horn for providing the opportunity for 
representatives of the federal government and the private sector to describe 
recovery auditing and explain its usefulness to the government. 

Congress must assure that the executive branch has all the tools it needs to 
reduce erroneous payments, and the executive branch must use these tools 
effectively and aggressively. Recovery auditing is the type of tool that should be 
used where it can render successful results. 

This hearing should help answer some specific questions that I have about 
H.R. 1827, the first of which is how this bill would interact with the current federal 
debt collection activities and the Federal Acquisition Regulations (FAR). 
Additionally, I am interested in learning how disputes arising out of recovery 
auditing will be resolved, and whether the regular federal contracting dispute 
resolution process would apply. I also question whether the authorization of 
employee awards, which can be as large as $150,000 per person, creates 
appropriate incentives or if these awards give rise to abuse. Finally, I wonder if 
recovery auditing should be mandated for all agencies when it is unclear whether 
this process will in fact be useful or appropriate for all agencies. In particular, will 
recovery auditing work for all agency payments and for all types of payment 
activities? 
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With these thoughts in mind, I welcome the witnesses today and look 
forward to their testimony. 
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Mr. Horn. I thank the gentleman. And we are waiting for Chair- 
man Burton. He should be here in a minute or so. So we will be 
in recess for a minute or so. When Mr. Burton arrives, we will have 
the statement read i nto the record. 

In the meantime, let me note, this is for some of you that have 
been here before, before this subcommittee or any subcommittee of 
the Government Reform Committee, we swear in all witnesses. And 
when we have you at the table, such as panel two where there are 
four witnesses, when we call on you in that sequence, the document 
you have given us in writing, we have read. And that automatically 
goes into the record without any additional motions. And we would 
like you to summarize those statements so there is more dialog 
with the committee members on both sides of the aisle to ask ques- 
tions and get to the core of the matter. 

And we are now delighted to introduce the gentleman from I ndi- 
ana, the chairman of the Committee on Government Reform, for an 
opening statement. 

Mr. Burton. I want to thank you, Mr. Chairman. And you will 
see, first of all, I am out of breath because I am out of shape. And, 
second, I am wearing sunglasses because I forgot to change these. 
So I don't want you to think I am a movie star or think I am. 

Thank you. Chairman Horn, for holding this hearing on H.R. 
1827, the Government Waste Corrections Act. 

One of my highest priorities as chairman of the Committee on 
Government Reform is to attack the widespread fraud, waste, and 
error in Federal programs and activities that cost taxpayers bil- 
lions of dollars every year. One area where we bleed millions of dol- 
lars every day is in overpayments for contractors that often go un- 
detected and almost never get repaid. Many agencies could benefit 
from the use of recovery auditing. Several of these could see sub- 
stantial gains. 

The Department of Defense, the Environmental Protection Agen- 
cy, NASA, and the Department of Energy have all been on GAO's 
high-risk list for almost 10 years for contract management prob- 
lems. These agencies represent about $140 billion worth of con- 
tracts yearly. DOD alone represents about $100 billion of this 
spending. How much of this is wasted in overpayments has not 
been calculated, but with the problems associated with these con- 
tracting operations, I would bet that the figures are pretty high. 

Another high-dollar, high-risk area is Medicare. Of about $200 
billion it pays out annually, overpayments in Medicare's fee for 
service claims last year were estimated at $12.6 billion. That is 
$12.6 billion in just 1 year. Over the past 3 years, this figure is es- 
timated at over $56 billion. This needless waste of money year 
after year significantly distorts the true costs of Medicare. Mr. 
Chairman, if nothing else, recovery auditing should be mandated 
to recoup Medicare overpayments. 

I just hope that when the bill passes and these overpayments 
start coming back, the checks won't be returned as is the current 
practice. And I would like to say that, Mr. Chairman, that I read 
an article that was in the Regulatory News and it indicated that 
some of these checks are being returned because they don't know 
what to do with them. And we certainly want to make sure that 
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that is corrected, because if people are sending overpayments back 

to the T reasury and to the government 

Mr. Horn. Without objection, that article will be put in the 
record at this point. 

[The information referred to follows:] 



15 


regulatory NEWS (Vol. 10. No. 14) 


Overpayments 


HHS IG, HCFA Developing Guidance 
For Providers to Return Overpayments 

B altimore — ^T he Department of Health and Hu- 
man Services Office of Inspector General and the 
Health Care Financing Administration are devel- 
oping guidance for health care providers to return 
funds they inappsa^HetoljL receive from Medicare, an 
IG official said fM^ch 24. 3 

"We’ve been workingover the last year udth HCFA- 
on trying m get yome standar diz^ proc ess for the je- 
fum'OTigenhfled oveni? »vtnetus vol untarily identified by 
prdwHers T Michael L Shaw, an associate counsel witn 
HRSTJTs Office of Counsel, told the American Health 
Lawyers Association's annual conference on Medicare 
and Medicaid payment issues. 

"Hopefully something soon tvill ^ome out and that 
will give providers guidance on what to return and how 
to return it," Shaw said. 

Empathizing with providers who try to return over- 
payments to their Medicare carrier only to have the 
check returned, he said, "1 know th at’s a fi-ustradng 
thing. We constantly hear a bout it. Al l t can teil you is 
'j^ re trying CO wofK on fh&C-- 
- — Put tne government has Jong failed to make good on 
promises of issuing such guidance. More than a 
ago. former HCFA Director of Program Integrity Linda 
Ruiz told another health care conference in Washing- 
ton, D.C.. Feb. 19, 1998, that Medicare overpayment 
guidance could be expected out within the next few 
months (2 HFRA 118, 2/25'98). 


391 


qna's medicare REPcnr issn ioas-tsso 


BNA 4-2'99 
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Mr. Burton. Thank you, Mr. Chairman. And this is even when 
providers voluntarily return the money, their checks are still re- 
turned. Mr. Chairman, I hope your subcommittee will try to get 
some answers from the representatives from HCFA today on that 
very problem. 

Let me briefly describe what my bill does. The bill requires agen- 
cies to conduct recovery auditing to identify and collect overpay- 
ments for programs that spend $10 million or more annually. Up 
to 25 percent of the money collected back can be used to pay the 
recovery audit firm, so there is no payment to the contractor unless 
the overpayments are returned. The bill also allows agencies to put 
25 percent of collections back into the programs and activities from 
which the overpayments originated. Mr. Chairman, this is to pro- 
vide agencies that need an incentive to commit to this activity. 

Requiring agencies to identify and recover overpayments is only 
one of the bill's key objectives. The other is to remedy the root 
causes that gave rise to the overpayments in the first place. To this 
end, the bill also allows for some of the money recovered to be 
available to the agency to make improvements to their financial 
and other internal systems in order to prevent overpayments and 
reduce other problems of waste and error in the future. Recovered 
moneys not used for these purposes will get returned to the Treas- 
ury. 

Mr. Chairman, this bill holds great promise. In places where re- 
covery auditing has been tested in government, it has proven effec- 
tive. For instance, the Army-Air Force exchange program [AAFES] 
has 16 years of experience with recovery auditing, having begun 
the practice in 1983. With purchases of approximately $6.5 billion 
annually, over $100 million has been recovered over the past 5 
years. 

In another example, the Defense Department has been conduct- 
ing a recovery auditing demonstration program at its supply center 
in Philadelphia. Looking at purchase transactions from fiscal years 
1993 to 1995, over $27 million in overpayments have been identi- 
fied. Given the billions of dollars we spend to procure goods and 
services annually and the magnitude of the overpayment problem 
in our current programs, this bill has enormous potential to 
achieve substantial cost savings and benefits for the government 
and the American taxpayer. 

Mr. Chairman, I stand ready to work with you, our Democratic 
colleagues, and this administration to make whatever improve- 
ments that are necessary to get the best bill possible. I want to 
thank you again for moving forward with the subcommittee consid- 
eration of this very important bill. And I apologize, once again, for 
my tardiness. 

[The prepared statement of FI on. Dan Burton follows:] 
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Statement of 

The Honorable Dan Burton 

Hearing on H.R. 1827, the Government Waste Corrections Act of 1999 
June 29, 1999 


Thank you. Chairman Horn, for holding this hearing on H.R. 1 827, the 
Government Waste Corrections Act. 

One of my highest priorities as Chairman of the Committee on Government 
Reform is to attack the widespread fraud, waste, and error in federal programs and 
activities that cost taxpayers billions of dollars every year. 

One area where we bleed millions of dollars every day is in overpayments to 
contractors that often go undetected, and almost never get repaid. Many agencies could 
benefit from the use of recovery auditing. Several of these could see substantial gains. 

The Department of Defense, the Environmental Protection Agency, NASA, and 
the Department of Energy have all been on GAO’s High Risk list for almost 10 years for 
contract management problems. These agencies represent about $140 billion worth of 
contracts yearly. DOD alone represents about $100 billion of this spending. How much 
of this is wasted in overpayments has not been calculated, but with the problems 
associated with these contracting operations, I would bet the figures are high. 

Another high-dollar “High Risk” area is Medicare. Of about $200 billion it pays 
out annually, overpayments in Medicare’s fee-for-service claims last year were estimated 
at $12.6 billion dollars. 

$12.6 billion in one year ! ! Over the past three years, this figtne is estimated at 
over $56 billion. This needless waste of money year after year significantly distorts the 
true costs of Medicare. Mr. Chairman, if nothing else, recovery auditing should be 
mandated to recoup Medicare overpayments. I just hope that when the bill passes and 
these overpayments start coming back, the checks won’t be returned, as is the current 
practice. 

According to an article in BNA’s Medicare Report on April 2, 1999, even when 
providers try to VOLUNTARILY return money they inappropriately received, their 
checks are returned. Mr. Chairman, I hope your subcommittee will try and get some 
answers from the representative from HCFA today on this problem. 

Let me briefly describe what my bill does; 

The bill requires agencies to conduct recovery auditing to identify and collect 
overpayments for programs that spend $10 million or more annually. 

Up to 25 percent of the money collected back can be used to pay the recovery 
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audit finii, so there’s no payment to the contractor unless overpayments are returned. 

The bill also allows agencies to put 25 percent of collections back into the 
programs and activities from which the overpayments originated. Mr. Chairman, this is 
to provide agencies the needed incentive to 
commit to this activity. 

Requiring agencies to identify and recover overpayments is only one of the bill’s 
key objectives. The other is to remedy the root causes that gave rise to the overpayments 
in the first place. 

To this end the bill also allows for some of the money recovered to be available to 
the agency to make improvements to their financial and other internal systems in order to 
prevent overpayments and reduce other problems of waste and error. 

Recovered monies not used for these purposes get returned to the Treasiuy. 

Mr. Chairman, this bill holds great promise. In places where recovery auditing 
has been tested in government, it has proven effective. The Army Air Force Exchange 
System (AAFES) has 16 year of experience with recovery auditing, having begun the 
practice in 1983. AAFES makes purchases of approximately $6.5 billion annually. Over 
the last 5 years, over $100 million has been recovered. 

In another example, the Defense Department has been conducting a recovery 
auditing demonstration program at several of its locations. Roughly $7 billion in 
purchase transactions are being reviewed in this audit. This program is nearing 
completion and has identified over $27 million in overpayments. 

Given the billions of dollars we spend to procure goods and services annually and 
the magnitude of the overpayment problem in oiu current programs, this bill has 
enormous potential to achieve substantial cost benefits for the government and the 
American taxpayers. It also ensures a long-term investment in the fundamental 
management reforms so badly needed to achieve lasting improvements in the way the 
federal government does business. 

Mr. Chairman, I stand ready to work with you and this administration to make 
whatever improvements need to be made to get the best bill possible. Thank you again 
for moving forward with subcommittee consideration of this important bill. 
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Mr. Horn. We thank you for putting in this bill. We think it has 
a lot of merit. 

Now if the Comptroller General will stand and raise his right 
hand? 

[Witness sworn.] 

Mr. Horn. The clerk will note that the witness affirmed the oath. 

And we are delighted to have you with us. It is an honor. And 
we hope you have enjoyed your first few months on the job, which 
is one of the most important in the United States. So welcome. 

STATEMENT OF DAVID D. WALKER, COMPTROLLER GENERAL, 
GENERAL ACCOUNTING OFFICE 

Mr. Walker. Thank you. Chairman Horn, Chairman Burton, 
Ranking Member Turner, I appreciate the opportunity to discuss 
H.R. 1827, the Government Waste Corrections Act of 1999 and its 
relationship to the longstanding issues of government accountabil- 
ity for use of public moneys, overpayments, and the role of recovery 
auditing in identifying and recovering overpayments. 

One of the most important issues facing the government today is 
the need for greater accountability in managing the finances of our 
national government. It is a significant problem at many agencies 
and one that has been the subject of frequent reports by us and 
others. One key aspect of the problem is the difficulty the govern- 
ment has in assuring proper payment of all of its bills while avoid- 
ing overpayments. My testimony today will discuss the dimensions 
of the overpayment problem, our past work on the DOD recovery 
auditing demonstration program, and the Government Waste Cor- 
rections Act of 1999. 

My comments on the bill reflect my belief that there are three 
principles that should guide any recovery auditing program. First, 
there should be meaningful incentives for agencies to want to par- 
ticipate in the program and to make it work. Second, there should 
be adequate safeguards to ensure that the program is implemented 
in a manner intended by Congress and that it preserves the integ- 
rity of the congressional appropriations process. And, third, there 
should be transparency in the conduct of the program. That is, 
there should be evaluation reporting on program implementation, 
to include the amounts recovered under the program and how they 
are used. I n the context of these three principles, I will suggest op- 
portunities to strengthen the bill. 

Significant financial systems' weaknesses, problems with fun- 
damental recordkeeping and financial reporting, incomplete docu- 
mentation, and weak internal controls continue to prevent the gov- 
ernment from effectively managing its operations. Significant 
among these problems is the inability of Federal agencies to deter- 
mine the full extent of improper payments that occur in major pro- 
grams estimated to involve billions of dollars annually. 

Within the estimated billions of dollars of improper payments, 
the amount of exact overpayments that are involved is unknown. 
Given the poor state of the financial accounting record at many 
agencies, neither the Federal agencies nor we have a very good es- 
timate of the extent of overpayments that occur each year, yet we 
expect that they are significant. We know, for example, that be- 
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tween the years 1994 and 1998, contractors returned about $4.6 
billion in overpayments to the Department of Defense alone. 

Across government, improper payments, which includes overpay- 
ments, occur in a variety of programs and activities, including 
those related to contract management. Federal financial assistance, 
and tax refunds. Reported estimates of improper payments total 
billions of dollars annually. Such payments can result from incom- 
plete or inaccurate data used to make payment decisions, insuffi- 
cient monitoring or oversight, and other deficiencies in agency in- 
formation systems and controls. 

The risk of improper payments is increased in programs involv- 
ing one of three criteria: first, complex criteria for computing pay- 
ments; second, a significant volume of transactions; and, third, an 
emphasis on expediting payments. The reasons for improper pay- 
ments range from inadvertent errors to fraud and abuse. 

Recovery auditing offers the potential to identify and recover 
some of these overpayments. Recovery auditing started about 30 
years ago and it is used in several industries including the auto- 
motive, retail, and food service industries. The DOD, the Army and 
Air Force Exchange Service, and the Navy exchange service, use 
recovery auditing. An external audit recovery group may be the 
only group used by an organization or it may be us^ in combina- 
tion with internal resources that examine invoices for overpay- 
ments prior to an external group's review. 

Recognizing its potential to the government, in fiscal year 1996, 
the National Defense Authorization Act required the Secretary of 
Defense to conduct a demonstration project to evaluate the feasibil- 
ity of using recovery auditing and to identify overpayments made 
to vendors by DOD. Authority to expand the program was provided 
in fiscal year 1998 under the National Defense Authorization Act. 

The DOD demonstration project began in September 1996 when 
the Defense supply center in Philadelphia competitively contracted 
with Profit Recovery Group International [PRGIj. The contract cov- 
ers purchases made during fiscal years 1993 to 1995 and requires 
PRGI to identify and document overpayments and to make rec- 
ommendations to reduce future overpayments. PRGI receives a fee 
of 20 percent of net collected funds. The focus of the demonstration 
program is on purchases of subsistence, medical, and clothing 
Items, items that are typically found in retail merchandising estab- 
lishments. 

We have reviewed the demonstration program and concluded 
that recovery auditing offers the potential to identify overpay- 
ments, but implementation problems hindered DOD from fully re- 
alizing the benefits of the program. As of j une 1999, according to 
PRGI, it had completed 90 percent of its work and identified $29.3 
million in overpayments made to suppliers on purchases of roughly 
$6 billion. Flowever, collections by DOD, as of j une 1999, only 
amounted to approximately $2.6 million. 

DOD has been slow to embrace recovery auditing. For example, 
in Flouse Report 105-532, which related to a bill providing for fis- 
cal year 1999 DOD authorizations, DOD was directed to expand 
the use of recovery auditing. We found, however, that DOD had not 
done so. While DOD issued an August 1998 memorandum encour- 
aging the use of recovery auditing and some activities within DOD 
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have expressed interest in this concept, no contracts had been 
awarded at the time we completed our work in March 1999. We 
subsequently ascertained, however, that in J une 1999, earlier this 
month, one of the recipients of the 1998 memorandum, the U.S. 
Transportation Command, had entered into such a contract and 
that it should be awarded in the near future. 

The Government Waste Corrections Act of 1999 would require 
the use of recovery auditing by Federal agencies and provide incen- 
tives to improve Federal management practices with the goal of re- 
ducing overpayments. We believe the bill is a positive step in the 
government's effort to reduce overpayments and to obtain timely 
identification and recovery of overpayments when they occur. The 
act addresses recommendations we made in our recent report on 
DOD's demonstration program. This includes giving the head of the 
executive agency the option to perform recovery auditing with in- 
ternal staff, by contract, or through a combination of internal staff 
and contract resources. 

We believe it is very important that heads of agencies perform 
a sound evaluation of the applicability of recovery auditing to their 
operations and the related cost and benefits of undertaking inter- 
nal recovery auditing before asking an external audit group to do 
such auditing. Simply stated, we believe that it is important to pick 
the low-hanging fruit before turning to contingency fee arrange- 
ments on the outside. Where recovery auditing can be cost-effec- 
tively used across government and whether that is the case re- 
mains somewhat of an open question that needs to be carefully 
thought through. 

We also support the bill's requirement that recovery auditing 
contractors provide periodic reports with recommendations on how 
to mitigate overpayment problems and that, as part of the agency's 
management improvement program, the agency is to give first pri- 
ority to addressing problems that contribute to overpayments. 

Finally, the bill allows applicable appropriations to be reim- 
bursed for costs incurred by government activities in supporting re- 
covery audit efforts and to provide other incentives to support the 
use of recovery auditing. These features should eliminate some of 
the implementation problems we saw in the demonstration pro- 
gram at DOD. 

While we are positive toward the concept of recovery auditing 
and its potential for application to the F^eral Government, the 
government's experience with recovery auditing has been limited. 
Thus, we think it is a good idea to further mandate additional 
model programs in Federal agencies to determine the applicability 
of recovery auditing and to develop best practices for their use gov- 
ernmentwide. In conducting the mandated model programs— at 
least five are currently provided for in the bill— there should be 
sufficient diversity in where recovery auditing is modeled to ade- 
quately test the concept among the different types of payment ac- 
tivities. Beyond the mandate of the model programs, we believe 
that the use of recovery auditing should be, at least for the time 
being, available but not mandated for other Federal agencies. 

The committee may also want to reexamine the bill's provisions 
relating to the use of recoveries made under the program. While fi- 
nancial incentives are critical to the program's success, incentives 
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that are too great are unnecessary and may undermine the pro- 
gram by creating inappropriate disincentives to making accurate 
and timely payments in the first instance. The committee may 
want to provide for a more substantial portion of the recoveries to 
be returned to the Treasury, therefore creating a win-win situation 
whereby the agency benefits and the taxpayers benefit as a result 
of this effort, more than just the recoveries. 

We will be happy to discuss further technical comments with the 
committee staff. 

In summary, Mr. Chairman, Federal agency managers have a fi- 
duciary responsibility relating to and are accountable for the prop- 
er use of Federal funds. Our work has shown that in certain cases, 
these responsibilities are not being exercised adequately and the 
result is billions of dollars a year in improper payments, a substan- 
tial portion of which represent overpayments that may never be re- 
covered. 

Federal agencies need to achieve more effective control over their 
payment processes. The causes of the payment problems are varied 
and many are longstanding. The solutions can be found in the ef- 
fective use of technology, the establishment of sound internal con- 
trol and payment processes, and the wise use of human capital. 

If Federal agencies do not effectively tackle these challenges, 
they will continue to risk erroneously paying contractors billions of 
dollars and perpetuating other financial management problems. Ef- 
fectively addressing these challenges, however, will r^uire invest- 
ment and sustained commitment by top-level management. Recov- 
ery auditing, which has a longstanding track record in the private 
sector, offers a low-risk opportunity to identify and recover some of 
these overpayments. 

We strongly support the provisions of FI.R. 1827 providing for 
model recovery auditing programs. In this way, the government 
can assess the applicability of recovery auditing to different types 
of payments and develop the best practices for its use on a wider 
scale. In our view, with the use of model programs plus strong 
monetary incentives, it would be unnecessary to mandate recovery 
auditing across the government. There may also be opportunities 
to employ novel servicing arrangements, such as creating a center 
of excellence in a Federal agency to provide leadership to other 
agencies in implementing recovery auditing. 

The keys to the successful execution of governmentwide recovery 
auditing programs are: one, meaningful incentives for agencies to 
want to participate in the program and to make it work; two, ade- 
quate safeguards to ensure that achieving congressional intent is 
attained and that the proper use of appropriations is maintained; 
and, three, assuring transparency in the conduct of the program. 

Mr. Chairman, this concludes my statement. I would be happy 
to answer any questions that you or Chairman Burton may have 
at the present ti me. 

[The prepared statement of Mr. Walker follows:] 



23 


GAO 


United States General Accounting ice 

Testimony 

Before the Subcommittee on Government Management, 
Information and Technology, Committee on Government 
Reform, House of Representatives 


RECOVERY AUDITING 

June 29, 1999 

Reducing Overpayments, 
Achieving Accountability, 
and the Government Waste 
Corrections Act of 1999 

Statement of David M. Walker. Comptroller General 
of the United States 



1 

^ G A O 

^^^^^^^XccountabiUty * integrity * Reili 


GAOrr-NSIAD-99-2 13 



24 


Mr. Chairman and Members of the Subcommittee; 

I appreciate the opportunity to discuss H.R. 1827, the Government Waste 
Corrections Act of 1999, and its relationship to the long-standing issues of 
government accountability for use of public monies and overpayments and the 
role of recovery auditing in identifying and recovering overpayments. To put 
these issues in perspective, in fiscal year 1998, federal executive departments 
and agencies contracted for about $173 billion in goods and services. The 
Department of Defense (DOD) spent about $115 billion, or about two-thirds of 
this amount, in addition to direct contracting, federal agencies indirectly pay out 
many more billions of dollars annually for health care, education, and agricultural 
programs. 

One of the most important issues facing the government today is the need for 
greater accountability in managing the finances of our national government. It is 
a significant problem at many agencies, and one that has been the subject of 
frequent reports by us and others. One key aspect of the problem is the difficulty 
the government has in assuring proper payment of ail its bills while avoiding 
overpayments. 

My testimony, today, will discuss the dimensions of the overpayment problem, 
our past work on the DOD recovery auditing demonstration program, and the 
Government Waste Corrections Act of 1999. My comments on the bill reflect my 
belief that there are three principles that should guide a recovery auditing 
program. First, there should be meaningful incentives for agencies to want to 
participate in the program and make it work. Second, there should be adequate 
safeguards to ensure that the program is implemented in a manner intended by 
Congress and that preserves the integrity of the congressional appropriations 
process. Third, there should be transparency in the conduct of the program — 
that is, there should be evaluation and reporting of program implementation, in 
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this case, to include how the recovered amounts are used. In the context of 
these three principles, I will suggest opportunities to strengthen H.R. 1827. 

RESULTS IN BRIEF 


Significant financiai system weaknesses, problems with fundamental 
recordkeeping and financiai reporting, incompiete documentation, and weak 
internal controls continue to prevent the government from effectively managing 
many of its operations. Significant among these problems is the inability of 
federal agencies to determine the full extent of improper payments that occur in 
major programs and that are estimated to involve billions of dollars annually. 
Within the billions of dollars of improper payments is an unknown amount of 
overpayments. 

While neither the federal agencies nor we have a good estimate of the extent of 
overpayments that occur each year, given the poor state of the financial and 
accounting records, we expect that they are significant. We know, for example, 
that between fiscal year 1994 and 1998, contractors returned about $4.6 billion in 
overpayments to DOD. 

At the direction of Congress, DOD is conducting a recovery auditing 
demonstration program to identify overpayments for subsistence, medical, and 
clothing items purchased in fiscal years 1993 through 1995. We evaluated the 
demonstration program and concluded that the concept of recovery auditing 
offers the potential to identify overpayments. However, we found that 
implementation problems have limited the program’s success. As of June 1999, 
the recovery auditing contractor had identified about $29 million in overpayments 
made to suppliers on purchase volumes of roughly $6 billion. Collections by 
DOD amount to $2.6 million. While authorized to do so, DOD has been slow to 
expand the use of recovery auditing beyond the initial demonstration program. 
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Although contractors are sometimes overpaid, under current law, they are not 
required to inform the government of the overpayment or to return the money 
prior to the government issuing a formal demand letter^ requesting repayment, 
in effect, the overpayment provides an interest free loan to the contractor. 
Contractors should be required to notify the government of overpayments when 
they become aware of them and to return the money promptly upon becoming 
aware of the overpayments. If they do not return the money promptly, there 
should be some economic consequence. 

Given the large volume and complexity of federal payments, federal agencies 
need to concentrate on paying bills properly in the first place. However, 
recognizing that some overpayments are inevitable, they also need to adopt best 
practices to quickly identify and recover them. The Government Waste 
Corrections Act of 1999 offers an opportunity to use recovery auditing to identify 
overpayments and the factors contributing to overpayments. We support the 
objectives of this important legislation. Some commercial companies have used 
recovery auditing for many years as one mechanism to identify and recover 
overpayments. The extent to which recovery auditing is applicable to the full 
range of federal agency overpayments, however, remains an open question 
since its use in the federal government has been limited. Thus, we strongly 
support provisions of the bill that provide for model programs. In this way, the 
government can assess the applicability of recovery auditing to different types of 
payments and develop best practices for its use on a wider scale. In our view, 
with this use of model programs, plus strong monetary incentives, it would be 
unnecessary to mandate recovery auditing across the government. 

The Committee may also want to reexamine the provisions in the bill relating to 
reallocation or use of overpayment recoveries. While fin^cial incentives are 
critical to the program’s success, incentives that are too large are unnecessary 


' A demand letter is afoimal notification to the contractor that it owes the 
government money. 
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and may undermine the program by creating inappropriate incentives to making 
accurate and timely payments in the first place. The Committee may want to 
provide for a substantial portion of the recoveries to be returned to the 
Department of Treasury. 

POOR FINANCIAL CONTROLS ARE A GOVERNMENTWIDE PROBLEM 


Across the government, improper payments, including overpayments, occur in a • 
variety of programs and activities, including those related to contract 
management, federal financial assistance, and tax refunds. Reported estimates 
of improper payments total billions of dollars annually. Such payments can result 
from incomplete or inaccurate data that are used to make payment decisions, 
insufficient monitoring and oversight, or other deficiencies in agency information 
systems and internal controls. The risk of improper payments is increased in 
programs involving (1) complex criteria for computing payments, (2) a significant 
volume of transactions, or (3) an emphasis on expediting payments. The 
reasons for improper payments range from inadvertent errors to fraud and abuse. 

The full extent of improper payments, however, is unknown because many 
agencies have not estimated the magnitude of improper payments in their 
programs, nor have they considered this issue in their annual performance plans. 
The use of appropriate performance measures relating to improper payments 
can provide a management focus on reducing related losses. For example, the 
Department of Health and Human Services has reported a national estimate of 
improper payments in its Medicare fee-for-service benefits since fiscal year 1996. 
For fiscal year 1998, the Department reported estimated improper payments of 
$12.6 billion, or more than 7 percent, of Medicare fee-for-service benefits — down 
from about $20 billion, or 1 1 percent, reported for fiscal year 1997 and $23.2 
billion, or 14 percent, for fiscal year 1996. An analysis of improper Medicare 
payments helped to implement several initiatives intended to reduce improper 


4 



28 


payments. These initiatives significantly reduced the incidence of improper 
Medicare payments. 

POD IS A CASE FOR RECOVERY AUDITING 


Because it spends more contracting for goods and services than all other 
agencies combined, it is particularly important that POD have sound controls to 
ensure that contract payments are proper, accurate, and timely. In recent years, 
our reports have identified hundreds of millions of dollars in improper POD 
payments, interest expense on late payments, and other financial management 
problems. For example, in March 1994, we reported that during a 6-month 
period in fiscal year 1993, the Defense Finance and Accounting Service (DFAS) 
in Columbus, Ohio-a principal POD contract paying activity-processed $751 
million in payments returned by defense contractors.^ Our examination of about 
one-half of these checks disclosed that about 78 percent represented 
overpayments by the government. We also found that while some contractors 
returned overpayments, others did not. In one case, an overpayment of $7.5 
million was outstanding for 8 years. We estimated that the government lost 
interest on the overpayment amounting to nearly $5 million. 

POD continues to make substantial erroneous payments to its contractors. For 
example, in the 5 years between fiscal year 1 994 and 1 998, defense contractors 
returned about $4.6 billion to DFAS Columbus — in fiscal year 1998, they returned 
$746 million. However, some contractors were still retaining overpayments. For 
example, 4 of the 13 contractors we visited during a recent review were retaining 
overpayments totaling about $1.1 million. At each location, contractor personnel 
told us that they had a practice of retaining overpayments until the government 
issued a demand letter requesting the overpayments be returned. Under current 
law, there is no requirement for contractors who have been overpaid to notify the 

^ POD Procurement: Millions in Overpayments Returned by POD Contractors 
(GAO/NSIAD-94-106, Mar. 14, 1994). 
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government of overpayments or to return overpayments prior to the government 
issuing a demand letter for a refund. The magnitude of overpayments defense 
contractors are retaining is not known. 

POD Is Taking Actions To Address Payment Probiems 

POD is taking steps to address its payment probiems. its initiatives inciude 
testing and adopting some best practices. In the long term, it is deveioping 
procurement and payment systems that will be linked by sharing common data. 
This iinkage is expected to ailow one-time entry of contract data critical to making 
correct payments. In the meantime, POP is enhancing its current technoiogies 
to further automate the payment process, testing streamlined payment practices, 
and making efforts to reduce the number of contract fund citations. But, as we 
state in our recent high-risk report,^ it is likely to be many years before POP gets 
its payment probiems under control. 

Additional Steps Could Be Taken 

Recognizing POP’s actions and the fact that POO continues to overpay its 
contractors, one question is: are there additionai steps that might be taken to 
improve the process for both identifying and collecting overpayments? The 
answer is yes. 

First, we believe defense contractors, and for that matter, all contractors should 
be required to promptly notify the government of overpayments when they 
become aware of them. If they do not return the money promptly, there should 
be some economic consequence. This seems simple enough, but currently a 


^ Major Management Challenges and Program Risks. Pepartment of Pefense 
(GAO/OCG-99-4, Jan. 1999). 


6 



30 


contractor is not required to tell the government that it has been overpaid, nor is it 
required to return an overpayment until the government becomes aware of the 
overpayment and issues a demand letter for repayment. Many contractors do 
promptly return overpayments; however, some do not. While we know the 
amount of overpayments that contractors have returned to the government, we 
do not know how much they are still keeping. Thus, as pointed out earlier, the 
true magnitude of the overpayment problem is not known. In this regard, we will 
shortly begin a review to assess the extent to which defense contractors are 
retaining and not promptly returning overpayments to the government. 

Second, we believe that all federal agencies should take advantage of best 
practices that commercial companies use to identify and recover overpayments. 
One such practice is the use of recovery auditing procedures. Clearly, the 
government’s focus should be on paying its bills properly in the first place. 
However, for both private industry and government agencies, some payments 
are processed incorrectly for a variety of reasons. For instance, vendors make 
pricing errors on their invoices, forget to include discounts that have been 
publicized to the general public, neglect to offer allowances and rebates, or 
miscalculate freight charges. Government payment activities may also neglect to 
take discounts to which they are entitled. These mistakes, when not caught, 
result in overpayments. Identifying and recovering these types of overpayments 
is referred to as recovery auditing. 

RECOVERY AUDITING OFFERS POTENTIAL 
TO IDENTIFY AND RECOVER OVERPAYMENTS 

Recovery auditing started about 30 years ago, and it is used in several 
industries, including the automobile, retail store, and food service industries. 
Within DOD, the Army and Air Force Exchange Service and the Navy Exchange 
Service use recovery auditing. An external audit recovery group may be the only 
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group used by an organization or it may be used in combination with an internal 
group that examines invoices for overpayments prior to an external group’s 
review. 

Recognizing its potential value to the government, the Fiscal Year 1996 National 
Defense Authorization Act required the Secretary of Defense to conduct a 
demonstration program to evaluate the feasibility of using recovery auditing to 
identify overpayments made to vendors by DOD. Authority to expand the 
program was provided in the Fiscal Year 1998 National Defense Authorization 
Act. 

The DOD demonstration program began in September 1 996, when the Defense 
Supply Center, Philadelphia (DSCP), competitively contracted with Profit 
Recovery Group International (PRGI). The contract covers purchases made 
during fiscal years 1993-95 and requires PRGI to identify and document 
overpayments and to make recommendations to reduce future overpayments. 
PRGI receives a fee of 20 percent of net collected funds. The focus of the 
demonstration program is in purchases of subsistence, medical and clothing 
items, items that are typically found in retail merchandising. 

We reviewed the program and concluded that recovery auditing offers potential 
to identify overpayments, but implementation problems hindered DOD from fully 
realizing the benefits of the program."' As of August 1 998, PRGI had identified 
$19.1 million in overpayments. However, recoveries of overpayments amounted 
to only $1 .9 million, in large part, because vendors took issue with some of the 
overpayments. This caused the recovery process to virtually stop for 8 months 
while the DSCP reviewed the merits of the vendors' issues. DSCP concluded 


’’ Contract Management: Recovery Auditing Offers Potential to Identify 
Overpayments (GAO/NSiAD-99-12, Dec. 3, 1998). 
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that the claims of overpayment were valid. However, according to the 
contracting officer, his letter of final decision regarding vendors’ indebtedness 
has not been issued. PRGI continues to identify overpayments. As of June 
1999, according to PRGI, it had completed 90 percent of its work and identified 
$29.3 million in overpayments made to suppliers on purchases of roughly $6 
billion. Collections by DOD as of June 1999 amounted to $2.6 million. According 
to PRGI, its overpayment identification rate under the demonstration program is 
0.48 percent of purchases reviewed, which is consistent with its experience with 
new private sector clients before corrective measures are implemented. PRGI 
told us that, as corrective measures are implemented, the overpayment rate 
typically drops to about 0.1 percent of purchases reviewed. 

PRGI has also made recommendations to DFAS and DSCP to reduce future 
overpayments, but, at the time of our review, DOD had not implemented them. 
These recommendations ranged from reprogramming payment systems to 
providing contracting personnel additional training to help them determine price 
reasonableness. 

DOD Is Slow To Use Recovery Auditing Techniques 

DOD has been slow to embrace recovery auditing. For example, in House 
Report 105-532, which related to a bill providing for fiscal year 1999 DOD 
authorizations, DOD was directed to use recovery auditing by selecting at least 
two commercial functions within its working capital fund and issuing a competitive 
request for proposal by December 31, 1998. We found, however, that DOD had 
not done either.® While DOD issued an August 1 998 memorandum encouraging 
the use of recovery auditing, and some activities have expressed an interest, no 
contracts had been awarded at the time we completed our work in March 1999. 

In June 1999, we checked with the recipients of the August 1998 memorandum 

® Contract Management: DOD Is Examining Opportunities to Further Use 
Recovery Auditing (GAO/NSI AD-99-78, Mar. 17, 1999). 
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and, with the exception of the U.S. Transportation Command, which had just 
entered into a contract for recovery auditing services, no other contracts had 
been awarded. The Defense Commissary Agency said it has completed a 
statement of work, and plans to have a contract by July 30, 1999. The Defense 
Logistics Agency told us it issued a solicitation on May 28, 1 999, to expand the 
use of recovery auditing from the demonstration program in place at DSCP to its 
other four supply centers. The Defense Logistics Agency said it plans to have a 
contract by August 31 , 1999. Each of the services and the Defense Information 
Sen/ices Agency also expressed an interest in recovery auditing, and they are 
evaluating whether to use it. 

Issues Related To Using Recovery Auditing 

White we believe that recovery auditing could be beneficial to DOD and other 
federal agencies, there are some important implementation issues that need to 
be considered as federal agencies evaluate using recovery auditing to identify 
and recover overpayments. Rrst, it is not clear how agencies should organize to 
perform recovery auditing. Should it be contracted out? Should it be performed 
with in-house personnel? Should some combination of the two be used? We 
believe that agencies need to carefully consider the extent to which recovery 
auditing is applicable to their operations and, if applicable, if it would be cost- 
effective to undertake moderate internal recovery auditing efforts to “pick the low 
hanging fruif before turning audit recovery efforts over to an external group. 

Second, it is important that there be (1) periodic reporting by those performing 
recovery auditing on the factors causing overpayments and on recommendations 
to reduce overpayments and (2) a process to evaluate these recommendations 
and implement those that make sense. One of the criticisms we made of the 
demonstration program was that DOD did not implement the contractor’s 
recommendations to reduce overpayments. 


10 



34 


Finally, it is important to recognize that the DOD demonstration program has 
been focusing primarily on identifying overpayments related to subsistence, 
medical, and clothing purchases. While representing an audit base of about $7.2 
billion, it is only a small part of the dollars spent on contracts by DOD each year. 
Most DOD expenditures are for purchases of major weapon systems. The 
applicability of recovery auditing to these types of contract payments is, at this 
time, unclear. 

THE GOVERNMENT WASTE CORRECTIONS ACT OF 1999 


The Government Waste Corrections Act of 1999 (H.R. 1 827) would require the 
use of recovery auditing by federal agencies and provide incentives to improve 
federal management practices with the goal of reducing overpayments. 

We believe the act is a positive step in the government’s effort to reduce 
overpayments and to obtain timely identification and recovery of overpayments. 
The act addresses recommendations we made in our recent report on DOD’s 
demonstration program. One recommendation was to give the head of an 
executive agency the option to perform recovery auditing with internal staff, by 
contract or through a combination of both internal staff and contract. 

We are also pleased to see that the bill requires a contractor to provide periodic 
reports with recommendations on how to mitigate oveqjayment problems and 
that as a part of the agency’s management improvement program, the agency is 
to give first priority to addressing problems that contribute to overpayments. 

Finally, the proposed act allows applicable appropriations to be reimbursed for 
costs incurred by government activities in supporting recovery audit efforts and 
provides other incentives to support the use of recovery auditing. These features 
should help eliminate some of the implementation problems we saw in the 
demonstration program. 
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Suggestions to Improve the Bill 

While we are positive toward the concept of recovery auditing and its potential for 
application in the federal government, the government’s experience with the use 
of recovery auditing has been limited. Thus, we think it is a good idea to 
mandate further model programs in civilian and defense agencies to determine 
the applicability of recovery auditing and to develop best practices for their use 
governmentwide. In conducting the mandated model programs — ^at least five are 
currently provided for in the bill — ^there should be sufficient diversity in where 
recovery auditing is modeled to adequately test the concept among the different 
types of payment activities. Beyond the mandated model programs, we believe 
that the use of recovery auditing should, at least for the time being, be available, 
but not mandated, for other federal agencies. Currently, the bill provides for 
mandatory use of recovery auditing by federal agencies, in addition to the model 
programs. 

The Committee may also want to reexamine the provisions in the bill relating to 
reallocation or use of overpayment recoveries. While financial incentives are 
critical to the program's success, incentives that are too great are unnecessary 
and may undermine the program by creating inappropriate incentives to making 
accurate and timely payments in the first place. The Committee may want to 
provide for a substantial portion of the recoveries to be returned to the Treasury. 
We will be happy to discuss further technical comments with the Committee staff. 

CONCLUSIONS 

In closing, Mr. Chairman, federal agency managers have a fiduciary 
responsibility relating to, and are accountable for, the proper use of federal funds. 
Our work has shown that, in certain cases, these responsibilities are not being 
exercised adequately and the result is billions of dollars a year in improper 
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payments, a portion of which represent overpayments that may never be 
recovered. Federal agencies need to achieve more effective control over their 
payment processes. The causes of the payment problems are varied and many 
are long-standing. The solutions can be found in the effective use of technology, 
the establishment of sound internal control and payment processes, and the wise 
use of human capital. If federal agencies do not effectively tackle these 
challenges, they will continue to risk erroneously paying contractors and 
perpetuating other financial management problems. Effectively addressing them, 
however, will require investment and sustained commitment by top-level 
management. 

Recovery auditing, which has a long-standing track record in the private sector, 
offers a low-risk opportunity to identifying and recovering overpayments. We 
strongly support provisions of H.R. 1827 that provide for mode! recovery auditing 
programs. In this way, the government can assess the applicability of recovery 
auditing to different types of payments and develop best practices for its use on a 
wider scale. In our view, with the use of model programs, plus strong monetary 
incentives, it would be unnecessary to mandate recovery auditing across the 
government. There may also be opportunities to employ novel servicing 
arrangements, such as creating a “center of excellence” in a federal agency to 
provide leadership to other agencies in implementing recovery auditing. 

The keys to the successful execution of government wide recovery auditing 
programs are (1) meaningful incentives for agencies to want to participate in the 
program and make it work, (2) adequate safeguards to ensure achieving 
congressional intent and the proper use of appropriations, and (3) transparency 
in the conduct of the program. 

Mr. Chairman, this concludes my statement. For the record, major contributors 
to this testimony were David E. Cooper, Daniel J. Hauser, and Charles W. 
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Thompson. I will be glad to answer any questions you or the other Members of 
the Subcommittee may have at this time. 


( 707433 ) 
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Mr. Horn. Well, I thank the gentleman for that very thoughtful 
statement and now yield for questioning to the chairman of the full 
committee, Mr. Burton of Indiana. 

Mr. Burton. The first thing that comes to my mind, which I al- 
luded to in my statement, is that you said that— and I think about 
the DOD— that there was $29 million, in overpayments and only 
$2.6 million of that has been recovered? Is that correct? 

Mr. Walker. That is correct, sir. 

Mr. Burton. Well, why is that? 

Mr. Walker. There are a number of reasons, Mr. Chairman. I 
would be happy to provide more for the record, but first the con- 
tractor identifies the alleged overpayment and then there has to be 
actions taken on behalf of DOD in order to actually recover those 
moneys. 

Mr. Burton. What kinds of actions? 

Mr. Walker. Well 

Mr. Burton. They have to send a bill out or a letter out saying 
there was an overpayment made and we want you to respond? 

Mr. Walker. Well, they would have to have some type of cor- 
respondence interaction. But, they typically would want to satisfy 
themselves that they agree that, in fact, there is an overpayment. 

I would be more than happy, Mr. Chairman, for the record, to pro- 
vide some specific details if you would like. 

[The information referred to follows:] 
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Rfisponses to Questions From 
TVir TCt’s .Time 29. 1999 Testimony on 
“rTfivemment Waste Corrections Act of 1999” 


Question 1 

Provide the response for the record concerning DOD’s recovery of only $2.6 million of 
Only $2.6 million of the identified $29 million in overpayments (see pages 23 and 24 of 
the transcript) 

Answer 


The Defense Supply Center Philadelphia (DSCP) has recovered only $2.6 million of the 
identified $29 million in overpayments for two reasons. First, because vendors disagreed 
that overpayments were made, the process of recovering contractor-identified 
overpayments was halted for 8 months while DSCP reviewed vendor complaints. In 
April 1998, DSCP concluded that the vendor’s concerns were not valid and decided to 
resume the debt collection process. The second reason only $2.6 million has been 
recovered is the DSCP corporate decision to avoid potential litigation and/or the 
likelihood that indebted vendors will overwhelm the Armed Services Board of Contract 
Appeals with appeals. Rather than issue letters of final decision regarding vendor 
indebtedness, DSCP is trying to negotiate a settlement with each indebted vendor. 
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Mr. Burton. Well, you know, for instance, with the Department 
of Defense, if a contractor wants to do business with the Depart- 
ment of Defense in the future on future contracts, if he has been 
overpaid to the tune of $29 million, it would appear to me that he 
would check that out pretty quickly and make restitution. Other- 
wise, he might not be able to be a primary bidder on a contract in 
the future. I don't know why in the world it should take a long pe- 
riod of time once you find out there are $29 million in overpay- 
ments to get it back and $2.6 million is not even a tenth of that. 
It just doesn't make any sense. 

Mr. Walker. Mr. Chairman, clearly it should have been handled 
more expeditiously than it has. The only thing that we note in my 
full statement that I would like to add now is that— it is interest- 
ing— there are actually some provisions in the law right now I 
think that also need to be looked at, beyond what we are address- 
ing here. 

For example, right now the government can be required to pay 
interest if it does not make its payments on a timely basis. How- 
ever, if contractors knowingly received overpayments, they are not 
required to pay any interest on those overpayments, even if they 
knowingly hold onto those payments for an extended period of 
time— potentially years— waiting for the Department of Defense to 
ask them. 

Mr. Burton. Well, that might be something we could even incor- 
porate into this bill. If there is an overpayment made with the 
knowledge of the contractor and the contractor doesn't return that 
in a timely fashion, he pays an interest penalty. That is something 
I think our staff ought to write down and look at to the feasibility 
of putting in this bill. 

The other thing I wanted to ask you about is you said that you 
want to have these audits done internally rather than externally. 
Why? It seems to me that if it had been handled— if the auditing 
process had been handled properly in the first place within the 
agency, the overpayment would have been caught initially. And if 
the overpayment wasn't caught, what is the incentive for the inte- 
rior auditor to correct the mistake that was made? 

Mr. Walker. Mr. Chairman, actually I believe what is important 
is that efforts be taken to try to capture the low-hanging fruit. 

Mr. Burton. Well 

Mr. Walker. Either through internal resources or external con- 
tractors. Either one or a combination thereof, before entering into 
contingent fee arrangements. My point is if we don't do that, then 
we can end up paying fairly significant contingent fees to recover 
overpayments that could more cost-effectively be obtained even po- 
tentially through contractor resources, but not under a contingent 
fee arrangement. 

Mr. Burton. Well, that might drag out for a long period of time. 
I mean, the overpayments have been known for a long time. The 
agencies involved have not been collecting those overpayments. The 
reauditing after the payments have been made hasn't been done 
very effectively. And the incentive for an outside auditing firm to 
do it will stimulate them to get the job done. And I am not sure 
that stimulation would be there on the inside of the agency. 
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Mr. Walker. I think it is facts and circumstances. Let me give 
you an example 

Mr. Burton. And, besides, wouldn't you have to have more funds 
expended in that agency to be able to provide for this reauditing? 

Mr. Walker. Not necessarily. I think there could be an impact 
on the appropriations process that would have to be examined. Let 
me give you one example, Mr. Chairman. HCFA had about $24 bil- 
lion in overpayments. They have gotten it down to about $12 bil- 
lion. Still too high. No question about it. 

One of the things that we have been encouraging HCFA to do for 
some time, and they have adopted our recommendation, is to make 
use of commercially available software to help identify some of 
these overpayments. Such software is used widely in the private 
sector. That is something that HCFA has done, which is one of the 
reasons they found a lot of these recoveries. In that case, the gov- 
ernment gets 100 cents on the dollar for all of the savings. 

Mr. Burton. Well, hasn't GAO reported regarding this reduction 
you are talking about that this decrease was attributable to better 
documentation provided to the auditors, rather than to a sub- 
stantive reduction in improper payments? 

Mr. Walker. Much of it has been attributable to documentation, 
that is true. There has been some reduction in improper payments. 
But a lot of it was the documentation issue. 

Mr. Burton. Yes. Does this mean that the earlier figures were 
not accurate? I mean the higher figures there? You know, you said 
it was reduced from 

Mr. Walker. I would say that we had better clarity as to the na- 
ture of what that number was. It wasn't exactly what was thought 
initially. 

Mr. Burton. But they may have been inaccurate. 

Mr. Walker. That is true. They could have been, Mr. Chairman. 

Mr. Burton. Have there been specific actions taken by HCFA 
over the last years or so that can be attributed to the decline in 
the overpayment estimates? 

Mr. Walker. They are taking actions now. For example, they 
have adopted our recommendation to use commercially available 
software in order to try to identify possible improper payments. It 
was a while in coming, but they have done it now. 

Mr. Burton. What is HCFA doing right now, specifically, to try 
to recover these overpayments? 

Mr. Walker. Well, they are taking a number of steps with both 
internal and external resources, including their normal contractual 
relationships to try to identify double payments; to try to identify 
payments for services that were not rendered; to try to identify 
payments where there may have been some upcoding with regard 
to the nature of the services that were render^. Mr. Chairman, it 
is my understanding they are actually going to appear here after 
me and they would probably be in a better position to tell you ex- 
actly what they are doing. 

Mr. Burton. Well, I don't want to belabor my questioning be- 
cause I know the chairman has questions, but I still can't see 
where these overpayments being handled within an agency with a 
reaudit would be that beneficial. I mean, if the problem hasn't been 
corrected by now, it seems like to me an exterior auditing firm with 
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an incentive to really get at it would be more accurate and more 
effective. Then, of course, the problem, once it is identified, is get- 
ting the money in. And I still can't understand why, with $29 mil- 
lion-plus in overpayments to DOD, only $2.6 million has been re- 
covered and that is something else we need to look into. 

Mr. Chairman, I thank you very much for yielding to me. 

Mr. Horn. Well, you are certainly welcome to continue your line 
of questioning. Because you and I have it here, we can take all 
afternoon. [Laughter.] 

Mr. Burton. Well 

Mr. Horn. Go ahead. 

Mr. Burton. OK, sure. I mean, if you don't mind. You say that 
between fiscal years 1994 and 1998, contractors returned about 
$4.6 billion in overpayments to DOD. Were these overpayments 
voluntarily identified and returned by the vendors? 

Mr. Walker. It is my understanding that most of them were 
identified by the contractors. 

Mr. Burton. Was DOD even aware of the overpayments, in 
many cases? 

Mr. Walker. Not all of them, no. Their financial records 

Mr. Burton. Well, that brings up this question again about inte- 
rior auditing. I mean, if you have got auditors— don't they have 
auditors at DOD? 

Mr. Walker. They do, Mr. Burton. 

Mr. Burton. And payments are made and $4.6 billion is re- 
turned in overpayments and much of that was returned without 
the knowledge of the people in DOD that they were overpayments? 
And you want to have these reaudits done internally? 

Mr. Walker. Not necessarily by the same people, Mr. Chairman. 
Let me clarify. We don't oppose the use of external contractors. Let 
me make it clear. We are not saying that at all. We are saying that 
an agency may decide on day one that it wants to use external con- 
tractors as a means to deal with this issue. We don't have a prob- 
lem with that. 

Mr. Burton, my only point is that one should consider, based 
upon individual facts and circumstances, if agencies haven't done 
anything to try to get the low-hanging fruit, whether you should 
go to a contingent fee arrangement on day one or whether you 
ought to try to consider another fee arrangement with external con- 
tractors and then go to contingent fees. It is just facts and cir- 
cumstances. 

Mr. Burton. It seems to me that right now the auditing depart- 
ments of all these agencies ought to be going through the billing 
records on a regular basis and finding out if overpayments were 
made. That is their job. And if they are not doing it now, I can't 
for the life of me figure out why they would do it if we hired some 
more people and put them in there. 

Mr. Walker. As you know, Mr. Chairman, we are, on record, for 
several years, as saying that many aspects of DOD's financial man- 
agement system are a high-risk to the government. They don't have 
adequate internal controls. They don't have adequate accountabil- 
ity mechanisms. And we are trying to shine the light on that to try 
to get them to improve it. 
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Mr. Burton. Well, in the short run, an exterior audit firm might 
light a fire under them. Congress can always restructure the audit- 
ing process. But, as far as I am concerned, there needs to be a 
strong incentive for there to be corrections in the auditing process. 
And that incentive, I think, is not going to come from an interior 
restructuring. 

Mr. Horn. Would the gentleman yield on this topic? 

Mr. Burton. Be happy to yield. 

Mr. Horn. A few years ago, I held a hearing entitled, 'The De- 
fense Department: What did you do with the $25 billion we can't 
find?" And what it seemed to get down to was what we are noting 
in some of our questions here. The Defense Finance and Accounting 
Service in Columbus, OH. Did the General Accounting Office go out 
and look at that operation or did they leave it to Defense? Do you 
know, offhand whether they took a careful look at it? 

Mr. Walker. Yes, we have been out there. The primary respon- 
sibility is with the IG but we do work at DFAS in various locations. 

Mr. Horn. Well, we let 2 years go by to see if they could clean 
it up. And then, presumably, they have got it down to $10 billion 
we can't find. So $15 billion was accounted for. 

Now how come we got to the $25 billion? It seemed to be the fol- 
lowing: No. 1, they were having GS-ls— and I hadn't heard of 
those since the first world war. I wasn't around then, but I read 
it. And apparently GS-ls were staffing some of that. And contrac- 
tors were getting checks from the government out of that center 
and they would phone up and say, I don't have a contract with the 
government. And the Defense group there would say, "oh, yes, you 
do. Our records show you do." 

One guy, I am told— and I don't think it is just apocryphal— put 
the check in interest earning. And he knew they would get around 
to it some day. And they did. And he paid them back the amount 
of overpayment, but he kept the interest. And apparently he was 
pretty well paid by that little thing. 

So one of the problems is the man power at what level of brains 
and knowledge. And, No. 2, the type of training that goes on in a 
center like that. It seems to me you have got to build in the blocks 
before those checks go out. And that is where an internal auditor 
ought to be working and picking randomly some of these checks to 
see if the paper matches. 

Well, what the problem was on the $25 billion is they had or- 
dered $25 billion. The acquisition documents never quite related to 
the inventory documents. So you would find it if you could. And I 
just wonder^ the degree to which GAO is looking at some of it or 
are you taking the I nspector General's word for it? 

Mr. Walker. No, we are. 

Mr. Horn. Because we have great faith in the Inspector General 
over there. 

Mr. Walker. Several things, Mr. Chairman. Three things are 
really key in this area. First, people; second, process; third, tech- 
nology. On the people front, you have mentioned two of the key in- 
gredients. You have got to have people with the right kind of skills 
doing this work. They may or may not exist within the current or- 
ganization. You may have to go out to the outside. And you need 
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training for the people that are doing this work, if they are inter- 
nal. 

Second, concerning the process, among other things, you need in- 
ternal controls. You need solid internal controls. 

Third, concerning technology, we have to automate much of this 
and we have to integrate systems. There are so many different sys- 
tems at DOD. 

But, you know, those are three key elements. And, in many 
cases, you are going to have to turn to contractors because you 
don't have the resources internally in order to get it done. 

Mr. Horn. OK. Go ahead. I yield back. 

Mr. Burton. Yes. My very able staff assistant just mentioned 
that, I guess in the correspondence we have had on this issue, the 
various agencies including DOD say that the reauditing is not a 
core function of the Department. And, with the lack of adequately 
trained personnel, it seems that the prudent thing would be to use 
exterior auditors until you were able to bring your staff up to snuff. 

Now when these overpayments voluntarily came back to the 
DOD, was that money cr^ited back to the government or did it go 
back to the programs? Where did it go? 

Mr. Walker. I am not sure, Mr. Chairman. I can try to provide 
some more information for the record. 

Mr. Horn. Without objection, the answer of GAO will be put in 
the record at this point. 

[The information referred to follows:] 
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Responses to Questions From 
TVie PG’s June 29. 1 999 Teslimonv on 
“riovemment Waste Corrections Act of 1999” 


Question 2 

Now when these overpayments that voluntarily came back to DOD, was that 
money credited back to the government or did it go back to the programs? 

Answer 


Generally, 31 U.S.C. 3302(b) requires that money received for the government 
from any source be deposited into the Treasury. However, there are exceptions. 
An agency may retain moneys it receives if it has statutory authority to do so, and 
receipts that qualify as “repayments” to an appropriation also may be retained. 

■ Repayments” may be either reimbursements or refunds, the latter being amcunts 
coOected from outside sources for payments made in error, overpayments, or 
acijustments for previous amounts disbursed. We were told that in this case the 
money was sent to the Treasury. 
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Mr. Walker. Thank you. 

Mr. Burton. OK. And my understanding is that in the case of 
Medicare overpayments voluntarily returned to HCFA, checks were 
returned because there was no systematic way to deal with this 
money coming back to the government. You know, that just boggles 
my mind. Somebody sends a check back to HCFA saying, "Hey, lis- 
ten, this is an overpayment that we didn't deserve," and they sent 
it back him, saying, "We are sorry. You are going to have to just 
keep the money because we don't know what to do with it." That 
boggles my mind— how can that happen? 

Mr. Walker. It is mind-boggling, Mr. Chairman. You are right 
there. It does happen. 

Mr. Burton. I mean, people want to do the right thing and send 
money back to the government for an overpayment and you say, 
gosh, you are just going to have to keep it because we don't know 
what to do with it? 

Mr. Walker. Well, it is mind-boggling that it would happen. But, 
there are many circumstances I mentioned earlier where, actually, 
people know it is an overpayment. They don't send it back because, 
under current law, they take the position that they don't have to 
until they are notified. And, in fact, there is no economic incentive 
for them to send it back. 

Mr. Burton. Yes, I understand. But I don't want to change the 
subject. 

Mr. Walker. Sure. 

Mr. Burton. We are talking about payments that are voluntarily 
sent back and it boggles the mind to send a check back to some- 
body just because you don't know how to enter it. And you are wor- 
ried about reauditing? I mean, if they don't know how to— I mean, 

I took bookkeeping in college, you know. And it is not that hard 
to put it in the bank and mark it down, you know? I don't under- 
stand that. 

Mr. Walker. The people that actually process the payments that 
are supposed to put those in the bank aren't the ones that would 
be doing the auditing. But I hear you, Mr. Chairman. 

Mr. Burton. I understand that the places in government now 
using recovery auditing are not funded on annual appropriations 
but are set up on revolving funds or no-year accounts. In other 
words, they are attuned to a monetary bottom line like businesses 
in the private sector. In order to create this kind of incentive for 
regularly appropriated agencies, my bill would allow 25 percent of 
the moneys or up to 25 percent of the moneys to go back to the pro- 
gram that it originated from. Do you see any problem with that 
kind of an incentive? 

Mr. Walker. Mr. Chairman, we think it is essential that you 
have an incentive for the agencies to want to play and to partici- 
pate in this program. And, in fact, what we had suggested was 
something along the lines of 50 percent of the money being able to 
go back to the agency and 50 percent going for the taxpayer. So I 
think it is crucial that you have an incentive for the agencies. 

Mr. Burton. OK. Finally, you said that if we required the use 
of model programs and provide the right incentives, it would not 
be necessarily to mandate the use of recovery auditing across the 
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government. I think you have elaborated on that, but is there any- 
thing further you would like to add to that? 

Mr. Walker. I think it is critical that we have some additional 
model programs that look at different aspects of where recovery au- 
diting might be applied. And, at least five of those should be re- 
quired. I think, beyond that, if you provide the kind of incentives 
that we are talking about, that should go a long way to encourag- 
ing people to do this. And if they don't, you can always go to a 
mandate system. 

Mr. Burton. OK. Let me ask just one more question. 

Mr. Walker. Sure. 

Mr. Burton. To put a recovery auditing system in these agencies 
where it does not now exist would take time, right? 

Mr. Walker. That is correct. 

Mr. Burton. Do you have any idea what kind of time? 

Mr. Walker. Well, it depends on the program, Mr. Chairman. 

Mr. Burton. Well, it would take some time. The outside recovery 
auditing companies are ready to go right now. They have got the 
auditors there. They have done it. They have got the experience. 
Why should we wait when we know that these overpayments are 
made? We know that the waste is there. We know that they should 
be recovered. Why should we wait for a model program when it is 
going to take time to put it in place when we already have an out- 
side entity that can do it? 

Mr. Walker. I guess my only point, Mr. Chairman, would be if 
you take a number like $10 million— which is what the bill cur- 
rently proposes— if you look at the number of Federal entities and 
agencies that would be affected by that, it would be a significant 
number. The types of purchases they end up making are fun- 
damentally different and I think that there would be a Tot of time 
and energy spent on the contracting aspect of it. So it is really just 
a cost-benefit question, frankly, from a different perspective, Mr. 
Chairman. 

Mr. Burton. What if the threshold were raised to $50 million or 
$100 million or $500 million? 

Mr. Walker. Obviously, we would have to take a look at how 
that would affect the number of entities that would potentially be 
impacted by it. 

Mr. Burton. OK. OK. Thank you, Mr. Chairman. 

Mr. Horn. Thank you. Some of this has been covered, but let me 
just ask it for the record's sake. According to your testimony, the 
General Accounting Office supports the provisions of the bill with 
Mr. Burton providing for model programs for recovery auditing. 
What are the Federal programs you suggest using for these model 
programs? Which ones would you say we ought to apply that to? 

Mr. Walker. Well, we don't speak to specific programs. I would 
be happy to provide something for the record if you would like. I 
do think that what we need to do is we need to analyze what are 
the different types of purchasing activities that the Federal Gov- 
ernment engages in. Also, we ought to make sure that we have at 
least one program for each major type of purchasing activity. 

One area that is more problematic, but I think we ought to ex- 
plore is how recovery auditing can be applied. But, there are some 
unique issues that need to be explored in the health area. Contrac- 
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tors give a lot of money in overpayments, but there are also some 
peculiarities in dealing in the health area, because many of these 
overpayments have to do with medical decisions, medical necessity, 
and the nature of the services that are being provided. I think that 
might be an example where you might need to take a look at it be- 
cause there are specific things that have to be looked at that would 
be different than, for example, how it has been applied at DOD 
where they are purchasing, clothing and supplies. Recovery audit- 
ing has been used for decades in the private sector for those types 
of activities. 

I might add, recovery auditing has been used in health care as 
well in certain circumstances in the private sector. 

Mr. Horn. Well, would GAO say, let us start on the ones with 
the largest amount of money that are overpayments and deal with 
that? 

Mr. Walker. There is clearly a logic to that, Mr. Chairman. 

Mr. Horn. OK. Now you mentioned the purchasing models. Give 
me an idea. What are the purchasing models that you are thinking 
of? 

Mr. Walker. When you are contracting for things that are read- 
ily commercially available on the outside. Obviously, in this in- 
stance, there is clearly an application. When you are contracting 
for major weapons systems or other things that are customized, ob- 
viously, there is potential application there too, but one would have 
to approach it a different way. 

When you are dealing in the health care area, there is potential 
application, but there are a number of special considerations, given 
the nature of how overpayments might occur. Obviously, if it is a 
double payment or if it is for service that wasn't rendered, that is 
easier than if a judgment call has to be made as to whether the 
service that was provided was appropriate under the cir- 
cumstances, based upon the nature of the illness? 

So those would be three examples, Mr. Chairman. 

Mr. Horn. OK. Another question for the record. The Government 
Waste Corrections Act of 1999 currently provides that of the 
amounts collected through recovery auditing, up to 50 percent can 
be applied for management improvement programs. Up to 25 per- 
cent can be applied for the payment of the contractor and to reim- 
burse the fund from which overpayments were made. You testified 
that you would reexamine the allocation of overpayment recoveries 
and provide for a substantial portion to be return^ to the Depart- 
ment of the Treasury. Why do you suggest these changes and how 
would you restructure the allocations? 

Mr. Walker. Our view is that if you say that 50 percent of the 
recoveries would go to the agency either to pay for the contractor 
and/or to reinvest in their systems and programs to prevent this 
from happening in the future or to minimize it, that that should 
be enough of an incentive and should provide enough funding for 
the agencies to engage in this activity, especially if it is on a con- 
tingent basis where they only have to pay if the amounts are actu- 
ally recovered. 

Mr. Horn. Well, if that is at the 50 percent mark, does that 
mean we simply apply that money to better cost recovery? Or do 
we let the agency do anything with it? 
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Mr. Walker. No. I think you want to target it, as has been con- 
templated in this bill, to the types of initiatives that are designed 
to improve the systems, the controls, and the recovery mechanisms 
that the bill is intended to address. 

Mr. Horn. OK. In other words, this would relate to getting new 
human resources in auditing. 

Mr. Walker. Either systems or human capital or enhanced proc- 
esses. 

Mr. Horn. Right. Or investment in computing. 

Mr. Walker. Correct. Technology, for example. I agree, Mr. 
Chairman. 

Mr. Horn. OK. 

Mr. Walker. One of the three: People, process, technology fo- 
cused in this area. 

Mr. Horn. Do you feel the current ratios may create inappropri- 
ate incentives, which is from the bill? 

Mr. Walker. We think there clearly ought to be something di- 
rectly in this for taxpayers. The taxpayers ought to get part of this 
recovery. And we are a little concerned, Mr. Chairman, that the 
agencies not be in a circumstance where they get 100 cents directly 
or indirectly of every dollar that is recovered because that might 
create a perverse incentive for them to overpay in the first in- 
stance. 

Mr. Horn. Right. 

M r. Walker. We don't want to do that. 

Mr. Horn. OK. Does the gentleman from Indiana have any 
other 

Mr. Burton. Mr. Chairman, unfortunately I have to depart for 
another meeting. But I want to thank Mr. Walker for his candor 
and you for holding this hearing. And I hope we can work out any 
differences we might have so we can get this bill moving as rapidly 
as possible. I think we have got a little difference on the exterior 
rather than interior auditing, but maybe we can work that out and 
get a bill that we can all live with and save the taxpayers a lot of 
money. 

Mr. Walker. Thank you, Mr. Burton. 

Mr. Burton. Thank you. Thank you, Mr. Chairman. 

Mr. Horn. Thank you. And thank you, Mr. Comptroller General. 
We will now go to panel two. 

Mr. Walker. Thank you, Mr. Chairman. 

Mr. Horn. Thanks for coming. 

Panel two has the Honorable Deidre Lee, Acting Deputy Director 
for Management, Office of Management and Budget; Mr. George H. 
Allen, Deputy Commander, Defense Supply Center of Philadelphia; 
Mr. Gerald R. Peterson, Chief, Accounts Payable Division, Army- 
Air Force Exchange Service; and Ms. Michelle Snyder, Director, Fi- 
nancial Management Office, Chief Financial Officer of the Health 
Care Financing Administration. 

If you would stand and raise your right hands. And are there any 
assistants in back of you that might be talking? If they are, get 
them to stand, too. I only like these baptisms once. All right. Fine. 
We have one. Anybody else? Two. So we have got six witnesses to 
be sworn. Do you affirm— there are a few back there somewhere? 
OK. So we have got seven, then. Is that it? All right. 
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[Witnesses sworn.] 

Mr. Horn. OK. It seems the lips were moving. Yes, it is eight. 
It was eight. OK. 

So that is taken care of and we now start with Ms. Lee. And we 
are glad to see you here. And, as you know, your statement is in 
the record. We would like you to summarize it and then we will 
have more time for questions. 

STATEMENTS OF DEIDRE LEE, ACTING DEPUTY DIRECTOR 

FOR MANAGEMENT, OFFICE OF MANAGEMENT AND BUDGET; 

GEORGE H. ALLEN, DEPUTY COMMANDER, DEFENSE SUPPLY 

CENTER OF PHILADELPHIA; GERALD R. PETERSON, CHIEF, 

ACCOUNTS PAYABLE DIVISION, ARMY-AIR FORCE EX- 
CHANGE SERVICE; AND MICHELLE SNYDER, DIRECTOR, FI- 
NANCIAL MANAGEMENT OFFICE, CHIEF FINANCIAL OFFI- 
CER OF THE HEALTH CARE FINANCING ADMINISTRATION 

Ms. Lee. Thank you very much. Good afternoon. Chairman Horn, 
Mr. Ose. I am here today to discuss the administration's view on 
H.R. 1827, the Government Waste Corrections Act of 1999. This 
bill would mandate that agencies use the technique of recovery au- 
diting to identify and collect overpayment to vendors and contrac- 
tors. 

At the outset, let me clearly state that we share the committee's 
desire to eliminate overpayments. Our goal is to make all payments 
correctly and on time. When we pay correctly the first time and on 
time, we prevent errors and eliminate the need and expense of cor- 
rection and collection. Making the right payment at the right time 
is the most cost-effective approach for reducing erroneous payments 
whether the payment is made to a contractor, a food stamp recipi- 
ent, or a Medicare provider. 

In conjunction with the Congress, the administration has made 
progress in improving overall financial management, yet there is 
more to be done. We will continue to make improving financial 
management systems and modernizing payments a high priority. 
This priority is reflected in this year's financial management status 
report and 5-year plan, which will be transmitted to the Congress 
soon. 

Progress has been made and significant initiatives are underway. 
For example, use of technology. Agencies are updating their finan- 
cial systems, including electronic payment systems. These systems 
automate document matching, reduce errors associated with paper 
payment systems, and provide automated checks and edits to pre- 
vent the occurrence of duplicate payments, pricing errors, and 
missed cash discounts, rebates, or other allowances. 

We are also simplifying small transactions paying processes. The 
80-20 rule applies here; 80 percent of the transactions equate to 
20 percent of the dollars. Use of purchase cards also simplifies the 
buying process. And, as you know. Chairman Horn, that is near 
and dear to my heart as we talk about acquisition reform. 

By using purchase cards, we streamline the payment process and 
save the cost, both in terms of dollars and labor resources, for most 
small purchases, or the 80 percent. We are also revising circular 
8125. You had hearings on this just a few weeks ago. We are focus- 
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ing on ways to facilitate electronic payments and improve imple- 
mentation of the Debt Collection Act. 

Specifically, in recovery auditing, we are working with the DOD 
to evaluate the results of their demonstration project in recovery 
auditing. In recognition of recovery auditing as a tool for other 
agencies, GSA established a multiple award schedule to provide 
Federal agencies with easy access to private sector experts in re- 
covery auditing who can tailor techniques to meet specific agency 
requirements. 

We are working with the users of this schedule to gain additional 
insight into the uses and benefits of recovery audits. As you can 
see, we are focusing on paying correctly. H.R. 1827 includes some 
promising provisions: Paying for audit recovery services out of pro- 
ceeds; gainsharing for our financial management improvement; 
identifying management improvement opportunities; and reward- 
ing employee performance. 

We also have some issues with H.R. 1827, which I would like to 
highlight today. Specifically, thresholds: R^uiring recovery audits 
for payment activities that expend $10 million or more annually. 
Using the industry recovery standard of $1 million recovered for 
every $1 billion audited, a threshold of $10 million would result in 
gross collections of $10,000. While this is not insignificant, based 
upon work that is already done to certify accurate payments, as 
well as the cost of setting up the program, requiring or mandating 
recovery audits may not be cost effective at this threshold. 

Payment activity. This term may be read to include benefit and 
entitlement payments. Most major benefit and entitlement pro- 
grams have statutory provisions for identifying and recovering 
overpayments. HCFA will address this today in their testimony. 
We neai to clarify the proposed applicability and retain appro- 
priate tailoring of recovery audits to specific programs. 

And, last, but not least, congressional appropriations. I think it 
was discussed at length with Mr. Walker, but this bill allows agen- 
cies to return up to 25 percent of collections to programs. We need 
to ensure that this return process is consistent with congressional 
intent and the appropriations process. And, also, be sure we em- 
phasize the correct incentives for reaction to recovery audits. 

Mr. Chairman and members of the subcommittee, the adminis- 
tration is committed to good financial management and making the 
right payment on time. We will continue our efforts, working with 
the CFOs, to identify and address ways to improve accountability, 
specifically, payment accuracy, including exploring the use of recov- 
ery audits. We welcome the opportunity to work with you in explor- 
ing the most effective means of using recovery audits. And I will 
be pleased to answer any questions you may have. 

[The prepared statement of Ms. Lee follows:] 
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EXECUTIVE OFFICE OF TH E PRESIDENT 
OFFICE OF MANAGEMENT AND BUDGET 
WASHINGTON, □. C. 20503 


STATEMENT OF DEIDRE A. LEE 
ACTING DEPUTY DIRECTOR FOR MANAGEMENT 
OFFICE OF MANAGEMENT AND BUDGET 
BEFORE THE 

COMMITTEE ON GOVERNMENT REFORM AND OVERSIGHT 
SUBCOMMITTEE ON GOVERNMENT MANAGEMENT, INFORMATION 
AND TECHNOLOGY 


June 29, 1999 


Chairman Horn, Congressman Turner, and Members of the Subcommittee, I am pleased 
to be here today to discuss the Administration's views on H.R. 1827, “The Government Waste 
Corrections Act of 1 999." This bill would require that agencies use the technique of recovery 
auditing to identify and collect or erpayment to vendors and contractors. 

At the outset. let me state that we strongly share the Committee's desire to eliminate our 
overpayments to the providers of goods and services purchased for the Federal Government. 
Overpayments detract from agencies’ ability to carry out their missions by diverting resources 
from their intended uses. 

Our goal is to make all payments correctly and on time. When we pay correctly and on 
time, we prevent errors and eliminate the need and expense of collection. Making the right 
payment at the right time is the most cost-effective approach for reducing erroneous payments - 
whether the payment is made to a contractor, a food stamp recipient, or a Medicare provider. 

The Administration will continue to make improving financial management systems and 
modernizing payments a high priority. This priority is reflected in this year’s “ Financial 
Management Status Report and Five-Year Plan” which will be transmitted to Congress soon. 
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Ongoing Activities 

Significant initiatives are underway to ensure that we pay correctly and on time. 

Agencies are installing modem electronic payment systems. These systems automate 
document matching, reduce the errors associated with paper payment systems and free up 
valuable staff time for other workload priorities. Modem payment systems provide automated 
checks and edits to prevent the occurrence of duplicate payments, pricing errors, and missed cash 
discounts, rebates or other allowances. 

Federal agencies are increasing their purchase card use for Government purchases 
below S2,500. In 1999, government purchases through the use of the purchase card have 
reached 60 percent and are expected to increase to over 80 percent of all purchases below $2,500 
in 2000. This means that we are effectively streamlining our payment process for most small 
purchases. 

0MB in close consultation with Treasury and the major payment agencies is revising the 
0MB Prompt Payment Circular (A-125) to facilitate electronic payments and to implement the 
requirements of the Debt Collection Improvement Act such as the requirement that agencies 
collect the Tax Identification Number (TIN) which is useful for matching vendors against our 
delinquent debtor files. 

Specific action we have underway in audit recovery include the following: 

(1) The National Defense Authorization Act of 1998 required the Secretary of Defense 
to conduct a demonstration program to evaluate the use of recovery auditing. Based on the pilot 
study, about four tenths of one percent of the payments sampled were incorrect. According to 
industry experts, the private sector runs an error rate of about one tenth of one percent. So far of 
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the over $25 million identified $2.6 million has been collected excluding the cost of the 
contractor’s fees. 0MB will monitor this pilot in order to better gauge the cost-effectiveness of 
recovery auditing. 

(2) Several of the major patunent agencies are ready to acquire recovery auditing services. 

In March of 1998, the General Services Administration (GSA) established a multiple award 
schedule to provide Federal agencies with easy access to private sector experts in recovery 
auditing who can tailor techniques to meet specific agency requirements. These contracts are 
priced on a contingency basis - that is, firms are only paid when money is recovered. The 
commission is 20 percent (as opposed to the 25 percent cap proposed in H.R. 1827). Contracts 
are in place at the U.S. Transportation Command and the Department of Veterans Affairs. 

As you can see, significant efforts are underway to ensure that we make the right payment on 
time. 

Specific Issues with H.R. 1827 

H.R. 1827 includes some promising provisions on paying for audit recovery services out 
of proceeds, gainsharing for financing management improvement, and rewarding employee 
performance. While we support the aims of these provisions, these concepts need additional 
refinement. 

We also have several issues regarding H.R. 1827 that we would like to highlight today, 
specifically: 

- The bill requires that agencies conduct recovery audits for payment activities that expend $10 
million or more annually. Considering that the private sector recovery standard is $ 1 million 
for every SI billion audited, a threshold of SIO million would result in gross collections of 
S 1 0,000 dollars. Because of the work that is already done to certify accurate payments as 
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well as the additional cost of setting up the program and the cost of the audit, recovery audits 
may not be cost-effective at a low threshold. 

- The term “payment activity" in H.R. 1827 may be read to include benefit and entitlement 
payments. Most major bene'lt and entitlement programs already have statutory provisions 
for identifying and recovering overpayments which may be inconsistent with the 
requirements of H.R. 1827. For example, the Medicare program currently contracts with 
entities to identify and collect overpayments made from the Medicare Trust Fund. These 
overpayments are returned to the Trust Fund to ensure that Medicare can continue to pay for 
services provided to beneficiaries. Our contractors are already paid to perform this function, 
and thus should not receive an additional pavment for doing this work. 

" The bill would allow agencies to return up to 25 percent of collections to programs and 
activities from which the ovcrpavTneni arose. These provisions could be used to bypass the 
normal Congressional appropriations process. 

Conclusion 

Mr. Chairman and .Members of the Subcommittee, as I hope you can see, the 
Administration is committed to making the right payment on time. We will continue our 
effons to be diligent in authorizing payments correctly up front, improving our financial 
management, and exploring the use of recovery audits. 

We will continue to review the bill and welcome the opportunity to work with you m 
further exploring the most effective means of using recovery audits. This concludes my 
prepared remarks. I would be pleased to answer any question you or any Member of the 


Subcommittee might have. 
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Mr. Horn. Thank you. We will have the questions deferred until 
after the four witnesses have testified. 

Mr. George H. Allen is the Deputy Commander, Defense Supply 
Center of Philadelphia. Welcome. 

Mr. Allen. Good afternoon, Mr. Chairman, distinguished mem- 
bers. 

I will just summarize my remarks. On behalf of the Department 
of Defense, I want to thank you for the opportunity to appear here 
before the subcommittee to describe our experience with recovery 
auditing. The 1996 Defense Authorization Act directed the Defense 
Personnel Support Center, which has since been renamed the De- 
fense Supply Center of Philadelphia or later referred to as DSCP, 
to be the test site for demonstration of private-sector recovery au- 
diting. 

In September 1996, DSCP competitively contracted with Profit 
Recovery Group International [PRGI] as I will refer to them. Al- 
though the pilot program is not complete, I can say with certainty, 
the commercial recovery auditing has proven to be a cost-effective 
practice for our center. 

Let me describe briefly how we demonstrated this commercial 
practice. As law directed, we required PRGI to audit available ac- 
counting and procurement records from fiscal years 1993 through 
1995. The audit base was $7.2 billion in payments to vendors over 
that 3 year period. Thus far, PRGI has identified potential overpay- 
ments of about $27.3 million. The overpayment arose from a vari- 
ety of reasons, including duplicate payments, interest paid in error, 
discounts offered but not taken, overcharges, and breeches of the 
price warranty provisions in our contracts. 

Of the amount identified, we have collected $2.6 million, leaving 
a potential uncollected balance of $24.7 million. We have moved 
forward to issue claims to collect about $10.4 million in those over- 
payments and another $2 million in dispersing errors. We have not 
yet approved $12.3 million of potential overpayments. 

In addition to the numerical data just reviewed, I believe the 
demonstration project has benefited our operation in three other 
ways. First, recovery auditing has allowed us to continuously en- 
courage vendors to comply with contract terms and conditions. The 
additional scrutiny of recovery auditing has provided and will con- 
tinue to provide more assurance that overpayments will be identi- 
fied and collected promptly. 

Second, the auditing process has uncovered systemic problems, 
including the need to fine tune our automated payments systems 
to assure that we comply with all statutory requirements. 

And, third, dispersing errors uncovered by the auditing program 
have highlighted the n^ for closer oversight of the payment func- 
tion itself and should result in the reduction of these types of er- 
rors in the future. 

Mr. Chairman, I would like to now briefly discuss our expansion 
plans with NDLA. The 1998 Defense Authorization Act directed the 
recovery auditing be expanded to all Defense Working Capital 
Fund activities. However, under this legislation, the program will 
be self-funding. That is, the audit contractor's fee will be paid from 
the amounts recovered. As with the original demonstration pro- 
gram, fees may not exceed 25 percent of the total recovered. DSCP 



57 


is serving as the lead center for expansion to other DLA agency ac- 
tivities. A competitive solicitation has been issued and we antici- 
pate an award by the end of next month. 

In closing, Mr. Chairman, let me say the recovery audit pro- 
grams have been successful at DSCP and they have become an in- 
tegral part of our business practices in Philadelphia. And I am pre- 
pared to answer any questions at the appropriate time. 

[The prepared statement of Mr. Allen follows:] 
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Good afternoon Mr. Chairman and distinguished members. I am George 
Allen, Deputy Commander of the Defense Supply Center Philadelphia. I 
appreciate the opportunity to appear before this subcommittee to discuss the 
Defense Logistics Agency’s participation in a demonstration program using 
private sector recovery audit services. Let me begin with some brief 
background on the Defense Supply Center Philadelphia. 


BACKGROUND 


The Defense Supply Center Philadelphia is one of the Defense Logistics 
Agency’s five supply management centers. Our mission is to ensure the 
combat readiness and sustainment of America’s Fighting Forces by 
providing world class logistical support in peace and war. We also support 
other federal agencies and some foreign governments. We are the providers 
of food, clothing & textiles, medicines & medical supplies. Our mission 
extends to peacetime military operations that include ensuring capability to 
support other non-war activities such as disaster relief and humanitarian aid. 
We have 33 branch offices throughout the United States, Europe and the 
Pacific. We buy and sell over $3.2 billion in product annually. 


SUBCOMMITTEE TOPIC 

The 1996 Defense Authorization Act required the Secretary of Defense to 
conduct a demonstration program to evaluate the feasibility of using private 
contractors to identify overpayments made to vendors by the Department of 
Defense (DoD). The process of identifying and recovering overpayments is 
referred to as recovery auditing. The Act directed the demonstration 
program be conducted for the Defense Logistics Agency (DLA) and include 
the Defense Personnel Support Center, which has since been renamed the 
Defense Supply Center Philadelphia (DSCP). The Act further provided that 
the audit focus on records related to fiscal years 1993, 1994, and 1995, and 
that the contractor be required to use data processing techniques generally 
used in audits of similar private-sector records. It authorized that the 
contractor could be paid up to 25% of amounts recovered on the basis of 
information obtained by the audit. The Act further made $5,000,000 
available under the program. Payment records for all three of DSCP’s major 
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commodity groups (Clothing, Medical, and Subsistence) were audited. The 
universe of potential overpayments was approximately $7.2 billion for the 
three-year period. 

In September 1996, DSCP competitively contracted with Profit Recovery 
Group International, hereafter referred to as PRGI. For its performance 
under the contract, PRGI is paid a fee of 20% of net amormts recovered as a 
result of information it provided through the audit. PRGI performs most of 
the audit work at its on-site location at the Defense Finance and Accounting 
Service (DFAS) in Columbus Ohio. Some additional data processing is 
performed at PRGFs headquarters in Atlanta. 

As part of the effort, the contracting officer at DSCP appointed a 
technical representative at DFAS in Columbus to review disbursing-type 
errors identified by PRGI. Disbursing errors include among other things, 
duplicate payments, unauthonzed charges, payment for material not 
received, interest paid in error, discounts offered but not taken, and any 
systemic errors of our automated disbursing systems. 

The audit work began in June 1997. At that point, the records being 
audited were up to 4 years old. As with their private sector audits, one of 
PRGFs first actions was to request that vendors submit statements of their 
accounts with DSCP. In many instances, the statements showed aged credit 
balances that vendors were holding from previous transactions. Thus far, we 
have identified and collected more than $2 million of overpayments from 
that action alone. 

Through 1998, PRGI continued its audit work, including a review of 
DSCP contractual terms and conditions. One clause in some of our contracts 
during that time required suppliers to warrant their prices and payment 
discount terms to be as good or better than what they offered their most 
favored customer. PRGI discovered that many vendors may have failed to 
comply with this contract clause. When we first asserted this apparent 
indebtedness, many suppliers, and one of their major trade groups, protested. 
After what we believe was a reasonable period of attempting to resolve these 
disagreements, DSCP concluded that an overall framework for a settlement 
with this industry segment could not be achieved. At that point, DSCP 
moved to formally assert its right to recover these overpayments. To date, 
we have issued claims amounting to approximately $10.4 million for most 
favored customer payment discount terms not offered to us. We have settled 
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payment discount claims with several contractors and are in the process of 
resolving the others. However, about $5.5 million in claims of straight 
overcharging were placed in abeyance and are being reviewed based on 
additional information that PRGI has obtained. 


ASSESSMENT TO DATE 

Mr. Chairman, since the start of this demonstration program PRGI has 
identified potential overpayments of about $27.3 million. Of that, about 
$2.6 million has been collected, leaving a potential uncollected balance of 
$24.7 million. As I stated earlier, cash discount claims of about $10.4 
million have been approved by the contracting officer and are currently 
being settled. About S2 million in disbursing errors have also been approved 
and are in the process of being collected by DFAS. Potential claims of about 
$5.5 million in overcharging are being reviewed by PRGI. Another $6.8 
million in potential overpayments resulting from a variety of reasons, are 
under review by either the contracting officer or his technical representative 
and have not yet been approved for collection. 

In addition to the numerical data that I just reviewed, this demonstration 
project has benefited our operation in three ways: 

First, recovery auditing has allowed us to continuously encourage 
vendors to comply with their contract terms and conditions. The additional 
scrutiny of recovery auditing has provided more assurance that 
overpayments will be identified and collected promptly. 

Second, the auditing process has uncovered several systemic problems, 
including the need to fine-uine the automated payment systems to assure 
compliance with all stamtory requirements. 

Third, disbursing errors uncovered by the auditing program have 
highlighted the need for closer oversight of the payment function and should 
result in a reduction of these types of errors in the future. 
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FUTURE ACTIONS 

Mr. Chairman, I would now like to discuss our future actions within 
DLA. 

DSCP will serve as the lead supply center within DLA to expand this 
program to other activities of our Agency. A competitive solicitation to 
acquire recovery auditing services has been issued with an award anticipated 
by the end of July. The resulting contracts will require the use of 
commercial data processing and financial management techniques that are 
generally used in similar audits of private sector records. In conducting the 
audits, contractors will be required to compare government contracts, 
purchase agreements and related documents against invoices submitted by 
vendors. The purposes of the comparison are to identify and/or describe the 
following: 

- contract compliance regarding costs, price, discounts, billing, etc. 

- any overpayments identified 

- accounts receivable transaction input for amounts overpaid 
(accounts reconciliation) 

- generation of statement letters relating to vendors’ accounts with 
the DLA. 

- summary reports of transactions reviewed and overpayments 
identified by category 

- analyses of overpayments to identify systemic problems or patterns 
of errors 

The annual audit base under this expansion is approximately $9.6 billion, 
divided as follows: 

- Defense Supply Center Philadelphia $4.0 billion 

(includes the Defense Industrial Supply Center) ’ 

- Defense Supply Center Columbus $1.8 billion 

- Defense Supply Center Richmond $0.8 billion 

- Defense Energy Support Center $3.0 billion 

The program is self-funding: that is, the audit contractors’ fees will be 
paid from amounts recovered. 

’ The Defense Industrial Supply Center (DISC) will be disestablished on July 2, 1 999, at which 
time the Defense Supply Center Philadelphia will assume its mission. 
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CONCLUSION 


In closing, Mr. Chairman, let me say that this recovery audit program has 
been successful at DSCP and has become an integral part of our business 
practices in Philadelphia. I am prepared to answer any questions you may 
have. 
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Mr. Horn. Thank you very much, Mr. Allen. 

Our next presenter is Gerald R. Peterson, Chief, Accounts Pay- 
able Division of the Army and Air Force Exchange Service. Mr. Pe- 
terson. 

Mr. Peterson. Mr. Chairman and honorable members of the 
subcommittee, on behalf of the Army and Air Force Exchange Serv- 
ice [AAFES], thank you for the opportunity to appear before your 
committee to relate our experience with recovery audits. 

Although AAFES has over 25 businesses, our principal business 
is retail sales. We follow commercial retail best practices to the ex- 
tent possible. Employing professional audit recovery firms is a best 
practice we adopted many years ago. 

AAFES signed its first contract with a commercial audit recovery 
firm in 1983. We currently have audit recovery contracts with two 
firms, a primary and a secondary. Firm A has the primary contract 
at a rate of 21.75 percent. It recovered $24.4 million last year. Firm 
B has the secondary contract with a rate of 35 percent. It recover 
$1.1 million last year. In September 1994, AAFES instituted its 
first in-house recovery effort to detect duplicate payments. The in- 
house group now recovers missed discounts and outstanding credits 
on supplier statements in addition to duplicate payments. 

We have learned that a successful audit program involves the fol- 
lowing. First, partner with both suppliers and audit recovery firms. 
The relationship with a recovery firm is a partnership in which 
each provides a benefit to the other. Similarly, suppliers must be 
viewed with respect to maintain a long-term relationship built 
upon trust. 

Second, develop an in-house recovery program to augment the 
commercial recovery. During the last 5 years, AAFES' in-house 
team recovered $33.3 million at a total cost of approximately 
$465,000. 

Third, compress the audit cycle. Suppliers know most retailers 
employ audit recovery firms and getting claims after the fact is a 
part of doing business. To avoid straining a supplier relationship, 
it is important to find payment errors in a timely manner. No sup- 
plier appreciates having to go back into records that are 4 or 5 
years old. 

And, fourth, learn from the recovery firm. Review what the com- 
mercial recovery firm is finding and determine if it is the result of 
a systemic flaw in the accounts payable process. It is much cheaper 
to fix the source of the program or to recover the funds through an 
in-house group than to pay a commercial firm. 

AAFES has greatly benefited from audit recovery services during 
the last 16 years. And many government agencies could benefit 
from their services as well. As presently written, however, there 
are several aspects of H.R. 1827 which will have a negative impact 
on AAFES. 

The first one is the recovery audit requirements. This section 
states, 'The executive agency head may pay the contractor an 
amount not to exceed 25 percent of the total amount recovered by 
the executive agency." Twenty-five percent may be acceptable for 
primary audits, but the fee paid for secondary audits will exceed 
this amount. If the bill isn't amended to provide higher fees for sec- 
ondary audits, AAFES will have to cancel its contract with Firm 
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B and lose the $700,000 in net earnings that contributed to our 
bottom last year. So, ideally, AAFES would like to be exempted 
from this provision. 

The second area is disposition of amounts collected. This section 
states how funds recovered may be used. If amounts recovered 
aren't applied in accordance with this section, the funds revert to 
the Treasury. N on-appropriated funds, instrumentalities, NAFEs, 
should be totally excluded from this section as we generate our own 
operating funds. The bill should be amended to allow recovered 
funds to remain within the NAFE, in accordance with its operating 
rules. 

And, third, responsibilities of the Office of Management and 
Budget. This section sets forth the reporting requirements from the 
individual agencies. NAFEs should be totally excluded from this re- 
porting requirement, especially entities such as ours. We work con- 
tinually with our commercial recovery firms to maximize the recov- 
ery potential. 

For the reasons just mentioned, AAFES requests favorable con- 
sideration for the requested changes to the bill. 

Mr. Chairman, the Army and Air Force Exchange Service appre- 
ciates the opportunity to testify before this subcommittee. The use 
of audit recovery firms has been a success story for us. The millions 
of dollars recouped through audit recovery efforts have helped im- 
prove the quality of life of our stakeholders; the soldiers and air- 
men serving around the world. We support your initiative to bring 
best practices to government agencies. At the appropriate time, I 
will be happy to answer any questions you might have. 

[The prepared statement of Mr. Peterson follows:] 
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Mr. Chairman, and Honorable members of the Subcommittee, on behalf of the 
Army and Air Force Exchange Service (AAFES), thank you for the opportunity to 
relate our sixteen year experience with recovery auditing. Although A.AFES has 
over 25 businesses, our principal business is retail sales through shopping centers, 
convenience stores, troop stores, Military Clothing Sales Stores, and Class Six 
stores. Accordingly, AAFES approaches many issues from the perspective of a targe 
commercial retailer. We follow commercial retail “best practices” to the maximum 
extent possible. Employing professional audit recovery firms is a best practice we 
adopted sixteen years ago. 

History Of Audit Recovery Within AAFES 

AAFES signed its first contract with a commercial audit recovery firm in 1983. 
While we had computers back then, much of the work of detecting duplicate 
payments, lost discounts, missed rebates and other errors was through manual 
effort on the part of the recovery firm. The fee paid under that first contract was 
approximately 35-40%. AAFES used a number of firms before signing with its 
current contractor in 1991. The initial fee of 30% included furnished oiTice space at 
AAFES. The contract service, when re-solicited in 1996, was again awarded to 
contractor ‘A’ at a lower fee of 21.75 %, including office space. The fee percentage 
continues to decrease due to both industry competition and computer advances 
within AAFES. With Electronic Data Interchange (EDI) invoicing and AAFES’ 
new imaging systems, recovery firms can examine more information faster than 
ever before. Last year, contractor ‘A’ recovered S24.4 million for AAFES. The 
attached chart breaks down recovery performance for the last five (5) years, by type 
of payment error. 

In September 1994, AAFES instituted its first in-house recovery effort assigning a 
staff of two to detect duplicate payments. The in-house recovery unit began 
monitoring payments for missed discounts using programs written by internal 
auditors. The staff was expanded in 1997 and now includes a third associate who 
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reviews supplier statements for outstanding credits. Last year, the in-house team 
recovered $7.8 million. 

In February 1998, AAFES added contractor ‘B’ to perform a secondary commercial 
recovery audit. Having two recovery firms is quite common in the retail industry. 
The secondary firm serves as a check and balance on the primary recovery firm and 
also provides an incentive for the primary firm to excel. The fee paid to the 
secondary recovery firm is a higher percentage than that paid the primary 
contractor, because of the difficulty involved. Despite a lengthy initial learning 
curve contractor ‘B’ recovered $1.1 million last year. We expect the figure to rise as 
the new recovery firm learns more about AAFES. 

Keys To Success 

We have learned that a successful audit recovery program includes the following: 

- Partner with both suppliers and audit recovery firm lsl. The relationship with 
a recovery firm is a partnership in which each provides a benefit for the other. 

Many view the percentage paid to recovery firms as wasted money — this is only true 
if payment errors aren’t made in the first place. Similarly, suppliers must be viewed 
with respect to maintain a long-term relationship built upon trust. Although there 
are exceptions, most suppliers treat their customers the same way — they don’t 
knowingly overcharge a customer. Commercial recovery firms interact with their 
client’s suppliers as aggressively as the client wishes. In the commercial retail 
environment, there are large companies that are very demanding and aggressive in 
supplier relations, while smaller retailers are generally more accommodating and 
willing to negotiate differences. AAFES has historically been between the two 
extremes. As a large retailer, with more clout than we sometimes realize, we 
endeavor to approach recovery disputes with fairness. 

- Develop an in-house recovery program. In addition to the commercial 
recovery audit contractors, the development of an in-house recovery team is 
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complementary and cost effective. Most large retailers have a small in-house staff 
that identifies errors and recoups duplicate payments and/or missed discounts. 

Over the last five years, the AAFES team has recovered $33.8 million. Finding these 
errors in-house increased earnings by S8.8 million, the amount we would have paid 
in fees. These earnings provided an additional $5.9 million for MWR dividends to 
support the quality of life of our stakeholders, the men and women in the Army and 
the Air Force. Personnel costs associated with in-house recovery approximated 
$465,000, for the five year period. However, an in-house team can’t take the place 
of a commercial recovery firm. Specialized techniques and systems development is 
costly for an individual company. AAFES contracts with the same audit recovery 
firm as Wal-Mart, K-Mart, Sears, Walgreen, and many other retailers. Although 
contractor ‘A’ can’t share proprietary information, it does have information on deal 
packages and rebates not available to a single in-house recovery unit. It’s important 
to look at more than the fee when choosing an audit recovery firm — it’s equally 
important to look at the size of audit recovery company’s client base within an 
industry and ask for recommendations from other clients. 

- Compress the audit cycle. Suppliers know that most commercial businesses 
employ audit recovery firms and that after-the-fact claims are part of doing 
business. However, it’s important to process and find payment errors in a timely 
manner or strain supplier relations. Before AAFES contracted with contractor ‘B’ 
in February 1998, four year old records were being audited. We learned that no 
supplier can afford to go back four or five years. To maintain effective supplier 
partnerships, audit completion is required no more than 30 months after the 
payment date. 

- Centralize operations where possible . AAFES has the information systems 
capability to store procurement, receiving, and payment records centrally. This 
makes the audit recovery process more manageable and less costly. 

- Optimize the use of technology. The EDI (Electronic Data Interchange) 
processes invoices and payment with little or no human intervention. Digital invoice 
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data is transmitted to audit recovery firms for detail analysis. In the last two years, 
contractor ‘A’ has recovered SI 1.7 million in ‘Overcharges’ a category that 
previously yielded very little due to the expense involved in collection and analysis. 
In 1996, AAFES installed an imaging and workflow system which eliminated a 
heavily manual “internal paper mill” and streamlined the payment process. Far 
more functional than originally conceived, the system received nationwide 
recognition when it was nominated by William Gates, Chairman of Microsoft, for 
the Smithsonian Computerworld Award in 1998. In April 1999, the application 
received the ‘Windows World Award’ for workflow applications over Intel and 
Deloite & Touche. AAFES is working with contractor ‘A’ on CD-ROM imaging of 
paper invoices. NOTE: Large retailers receive virtually 100% of invoices via EDI 
requiring electronic transmission as a contractual requirement of doing business. 

As AAFES receives 58% of total invoices via EDI, transferring images to CD-ROM 
is tbe only way to identify and recover unit cost discrepancies on 42% of the bills 
received. Federal procurement guidelines relating to small and minority businesses 
and our quasi-governmental status preclude AAFES from mandating EDI. Unless 
or until all suppliers have EDI capability, the accounts payable function will be less 
efficient than that of other large retailers and the audit recovery fees will be higher. 

- Learn from audit recovery firms. Quarterly status reports are provided by the 
audit recovery contractors. These reports show the types of claims processed and 
the suppliers charged. Through an analysis of these reports, in-house recovery 
teams can learn new methods and techniques which when implemented, yield cost 
savings and, in turn, challenge audit recovery firms to look for other ways to recoup 
funds. 

Mr. Chairman, the Army and Air Force Exchange Service appreciates the 
opportunity to testify before this sub-committee. The use of audit recovery firms 
has been a success story for us. The millions of dollars recouped through audit 
recovery efforts have helped improve the quality of life of our stakeholders, soldiers 
and airmen serving around the world. 
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We support your initiative to bring “best practices” to government agencies. 1 shall 
be happy to answer any questions you may have. 
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RECOVERIES BY MAJOR CATEGORY 
($ in Millions) 


Primars' — Conractor A 


Category 

JUN 1999 

JUN 1998 

ALLOWANCES 

S 9.4 

S 6.8 

DUPLICATES 

2.2 

1.1 

STATEMENT/CM 

3.1 

2.1 

CO-OP 

1.8 


OVERCHARGES 

5.9 

5.2 

DISCOUNTS 

1.3 

0.8 

ANTICIPATION 



FREIGHT 

0.7 

2.3 

PRICE PROTECTION 



OTHER 



TOTAL 

24.4 

18.3 


AAFES— In-House 

Category 

,IUN 1999 

,HIN 1998 

DUPLICATES 

1.3 

3.4 

DISCOUNTS 

1.2 

1.4 

STATEMENT/CM 

5.3 

0.9 

TOTAL 

7.8 

5.7 

Secondarj-Contracfor B 

Category 

JUN 1999 

JUN 1998 


JUN 1997 JUN 1996 JUN 1995 JUN 1994 


$ 6.0 

S 10.4 

S 5.1 

S 5.4 

0.4 

0.8 

1.4 

2.1 

1.7 

1.6 

1.3 

1.2 




1.1 

0.7 

0.4 

0.4 

0.5 

0.7 

3.1 

1.7 

0.4 

0.1 

0.2 

0.5 

0.4 

0.9 

1.7 

1.3 

0.3 




0.2 



0.2 

0.1 

10.5 

18.2 

11.9 

11.7 


JUN 1997 

JUN 1996 

JUN 1995 

JUN 1994 

6.1 

2.7 

10.8 


0.7 




6.8 

2.7 

10.8 


JUN 1997 

JUN 1996 

JUN 1995 

JUN 1994 


ALLOWANCES 0.1 

DUPLICATES 0.5 

DISCOUNTS 0.4 

OTHER 0.1 

TOTAL l.I 

GRAND TOTAL S 33.3 


S 24.0 


S 17.3 


S 20.9 


$ 22.7 


S 11.7 
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Mr. Horn. Thank you very much. 

The next presenter has one of the toughest jobs in the U.S. Gov- 
ernment, and that is Ms. Snyder, being the Chief Financial Officer 
for the Health Care Financing Administration. Welcome. 

Ms. Snyder. Thank you, Mr. Horn. I have been CFO now for 4 
months and I am beginning to appreciate just how difficult this job 
is. 

Chairman Horn and distinguished subcommittee members, 
thank you for inviting us to testify about the Government Waste 
Corrections Act and our extensive ^orts to prevent and recoup im- 
proper payment. As you know, we reduc^ Medicare's payment 
error rate from 14 percent to 7 percent in just 2 years. We are 
working diligently to build on this success and we are very grateful 
for this subcommittee's support in these efforts. 

We have had good success with the kind of recovery audit efforts 
described in the proposed legislation. And we believe that they may 
well have value for other government agencies as well. 

We, of course, have pursued a different kind of strategy in addi- 
tion to recovery audit efforts. And that is to prevent improper pay- 
ments from occurring in the first place. We are making solid 
progress on that front, in large part due to increased efforts by pro- 
viders to document and file claims correctly. We also use nearly 
100,000 computerized edits that detect and automatically deny pay- 
ment for improper claims as well as manual medical record reviews 
and cost r^ort audits. We are making solid progress in identifying 
and collecting overpayments as well. 

As you know, the HHS Inspector General audits have found that 
most Medicare claims are correct on their face. Finding most of our 
remaining payment errors requires going beyond what is on the 
claim to look at documentation and medical necessity. These activi- 
ties are now primarily performed by our claims processing contrac- 
tors. We recently held an open competition to establish a pool of 
new program safeguard contractors to augment these efforts. And 
the President is proposing legislation to further increase competi- 
tion for Medicare work among qualified entities. 

However, the act's authorization to compensate recovery auditors 
on a contingency basis may have only limited value for Medicare. 
We recoup most overpayments by making deductions from future 
payments to providers who have been overpaid. And paying on a 
contingency basis for error identification could be perceived as a 
bounty system by health care providers. The vast majority of Medi- 
care providers, we have found, make only honest errors and their 
good will and cooperation are key to much of our success in pre- 
venting improper payment in the first place. 

Furthermore, a financial incentive to identify errors could well 
lead to inappropriate denials and thus create errors instead. Our 
obligation is to pay correctly. And we do not want to deny proper 
payment any more than we want to make improper payment. I nap- 
propriate denials resulting from contingency payment also could 
backfire on the bottom line due to increased costs for appeals filed 
by beneficiaries and providers denied proper payment. So while we 
would be willing to consider use of the contingency fee option, we 
would need to take extreme caution in ensuring that any use of it 
would, indeed, be constructive. 
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We also generally endorse the idea of increasing funding for pro- 
gram management improvement activities that could reduce over- 
payment. We have greatly benefited from the stable source of pro- 
gram for program integrity activities provided to us under the 
Health Insurance Portability and Accountability Act, which totaled 
$560 million in fiscal year 1999 and $630 million in fiscal year 
2000. However, we generally believe that recouped overpayments 
should be returned to the trust fund or general revenue fund as is 
now the case. 

I would also just like to take a few seconds to address the re- 
marks made by Mr. Burton earlier. I have not seen the article to 
which he refers about the returned checks, but I would like to as- 
sure this subcommittee that we have instructed our fiscal inter- 
mediaries and carriers to cash checks that are returned and to 
properly credit them to the Medicare account. 

We have had some experiences in the past where people return- 
ing checks wanted us to say that, in cashing the check, that satis- 
fied their full liability, which we have not, of course, been willing 
to do. And our instruction has been we will cash the check and 
make it clear that this does not necessarily release them of their 
liability until further investigation might be completed. But we 
would be very happy to work with Mr. Burton's staff to make sure 
that we are responsive, indeed, to the article that he mentioned. 

We also look forward to continuing to work with the subcommit- 
tee on efforts to improve Medicare program integrity. I thank you 
for holding the hearing. And would be happy to answer any ques- 
tions you might have. 

[The prepared statement of Ms. Snyder follows:] 
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TESTIMONY of 

MICHELLE SNYDER, CHIEF FINANCIAL OFFICER 
HEALTH CARE FINANCING ADMINISTRATION 
on the 

“GOVERNMENT WASTE CORRECTIONS ACT” 
before the 

HOUSE GOVERNMENT REFORM 

MANAGEMENT, INFORMATION, & TECHNOLOGY SUBCOMMITTEE 


Chairman Horn, Congressman Turner, distinguished Subcommittee members, thank you for 
inviting us to testify about the Government Waste Corrections Act and our extensive efforts to 
prevent and recoup improper payments. As you know, we reduced Medicare’s payment error 
rate from 14 percent to 7 percent in just two years, and we continue to work diligently to build 
upon this success. We are very grateful for this Subcommittee's support in these efforts. 

We have had good success with efforts similar to the recovery audits described in the proposed 
legislation. Of course, we prefer to prevent improper payments from occurring in the first place. 
We are making solid progress on that front, in large part due to increased efforts by providers to 
document and file claims correctly. We also use nearly 100,000 computerized “edits” that detect 
and automatically deny payment for improper claims, as well as manual medical record reviews 
and cost report audits. Our success with such efforts strongly suggests that they may have value 
for other government agencies. 

We are making solid progress in identifying and collecting overpayments as well. As you know, 
the HHS Inspector General's CFO audits have found that the vast majority of Medicare claims 
paid by our contractors are correct on their surface. Finding most payment errors requires going 
beyond whaf s on the claim to look at the documentation behind the claim and its medical 
necessity. These activities are now primarily performed by our claims processing contractors. 
We recently held an open competition to establish a pool of new Program Safeguard Contractors 
to augment these efforts, and the President is proposing legislation to fiufher increase 
competition among Medicare contractors. 

The Act’s authorization to compensate recovery auditors on a contingency basis may have 
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appropriate uses in some circumstances, as the Department of Defense experience may suggest. 

It may have value for Medicare in the limited situations where we are unable to collect from 
providers. However, most overpayments are now recouped by making deductions from future 
payments to providers who have been overpaid. 

We also do not believe contingency payment is necessary, or necessarily prudent, for 
identification of Medicare payment errors. As mentioned above, we have made solid progress 
identifying payment errors under existing contractor airangements. More importantly, paying on 
a contingency basis for error identification could be perceived pejoratively as a “bounty system” 
by health care providers. Providers have raised such concern about even the very modest reward 
available to beneficiaries who uncover fraud under the Health Insurance Portability and 
Accountability Act. The vast majority of Medicare providers make only honest errors, and their 
good will and cooperation are key to much of our success in preventing improper payments in 
the first place. 

Furthermore, a financial incentive to identify errors could well lead to inappropriate denials and 
thus create errors, instead. Our obligation is to pay correctly, and we do not want to deny proper 
payment any more than we want to make improper payment. Inappropriate denials resulting 
from contingency contracts also could backfire on the bottom line due to increased costs for 
appeals filed by beneficiaries and providers denied proper payment. 

We also believe that all recouped overpayments made from the Medicare Trust Funds should be 
returned to the Tnist Funds or general revenue funds, as is the case now. This will ensure that 
Medicare can continue to pay for necessary health care for our beneficiaries, and is consistent 
with the fraud and abuse control program created under the Health Insurance Portability and 
Accountability Act. 


Background 

Since the Clinton Administration took office, the Department of Health and Human Services has 
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taken numerous steps to stop fraud, waste, and abuse. Achieving this goal is one of our top 
priorities at HCFA. With help from Congress, providers, beneficiaries, and our many other 
partners, we have achieved record success in assuring proper payments and recouping improper 
payments. 

Obviously, the most cost effective way to collect overpayments is to not make them in the first 
place. We have had great success by cooperating with providers to help them document and file 
claims properly to prevent improper payments. Documentation errors had been the single largest 
factor in our error rate, but have declined by almost 80 percent from fiscal 1996 to fiscal 1998. 
They now account for only about 1 7 percent of improper payments. 

That is why our Comprehensive Plan for Program Integrity features increased efforts to educate 
providers about how to properly document and file claims. Most providers who make billing 
errors have no intent to do anything wrong, but simply make honest mistakes, and we want to 
ensure that providers understand our coding and documentation rules. We are therefore taking 
nationwide a highly successful provider education pilot project conducted last year in 13 States. 
It includes: 

► seminars on how to document and file claims that we have broadcast via satellite to 
thousands of providers and their billing agents; 

► special training to help medical residents set up their practices to bill Medicare correctly; 

► a special duplicate claims reduction program; and 

► training modules on the Internet at www.medicaretraining.com that any individual with 
Medicare billing responsibilities can use. 

We also are meeting with physicians around the country to explore ways we might be able to 
make it easier to understand and comply with Medicare rules and regulations. In all these 
activities, it is essential that we maintain a constructive partnership with providers. 

Our Comprehensive Plan also features efforts to increase and improve ongoing activities that 
parallel the “recovery audits” described in the Act. For example, we are tightening the 
performance standards and evaluation for contractor medical review efforts, in which physicians 
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review medical records to ensure that claims are correct. We also are engaging independent 
contractors to evaluate key medical review processes. Some of these medical reviews are 
conducted on a random, post-payment basis, and others are focused on providers with aberrant 
billing patterns. 

Other ongoing activities we use to identity overpayments include: 

► auditing of cost reports, which are filed by institutional providers; 

► statistical analysis to identity aberrant billing patterns; and 

► coordination with other insurers to recover any payments Medicare has made that should 
have been covered by other insurers. 

Specialized contractors will assist us with the tasks of statistical analysis and coordination with 
other insurers. The President also has proposed legislation to require private insurers to share 
information with us, so that we can more easily identify cases where another insurer owes 
Medicare. 

Ongoing activities to collect overpayments include: 

► issuing demand letters notifying providers of our intent to recoup improper payments; 

► deduction of overpayment amounts from future payments, which is the primary means of 
recoupment; and 

► referral to the Treasury Department’s Debt Collection Center when administrative 
remedies are exhausted. 

We also pursue legal remedies, including civil and criminal prosecutions, to recover funds that 
providers have obtained through fraudulent acts. The Federal Government won or negotiated 
more than $480 million in judgments, settlements, and fines in 1998. 

Conclusion 

We support any legislation that will give government agencies tools to help collect 
overpayments. However, given the extremely high priority this Administration and our Agency 
place on fighting fraud, waste, and abuse, it is unlikely that paying for recovery audits as 
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envisioned in H.R. 1827 would significantly increase our success. We are concerned that 
contingency fees could have a negative impact on the constructive partnership with providers 
that is critical to preventing improper payments in the first place. 

I thank you again for holding this hearing, and I am happy to answer any questions you might 
have. 

# # # 
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Mr. Horn. We thank you. 

And I am now going to yield to the time for questioning to Mr. 
Ose, the gentleman from California. 

Mr. Ose. Thank you, Mr. Chairman. I am going to work as proce- 
dural ly as I can here. Ms. Lee, on your statement here the 5-year 
plan will be transmitted to Congress soon? 

Ms. Lee. Yes, sir. It is in final sign-off. 

Mr. OsE. When can we expect it? I mean, is soon next week, next 
month, what is it? 

Ms. Lee. I was hoping next week, but let us say when you get 
back from recess. 

Mr. OsE. August? Or Fourth of J uly? 

Ms. Lee. I n J uly. 

Mr. OsE. OK. Now, secondarily, you talked about, under the Na- 
tional Defense Authorization Act. In a pilot study four-tenths of 1 
percent of the payments sampled were incorrect. The pilot study 
must have used a sample. Again, Ms. Lee, there must have been 
a sample size or something that you looked at. It is on page 2 of 
your testimony at the bottom. I am wondering about the sample 
size. 

Ms. Lee. Can I get that for you, for the record? 

Mr. OsE. Certainly. That would be fine. 

Mr. Horn. Without objection, the response of the Deputy Direc- 
tor for Management will be put in the record at this point. 

[The information referred to follows:] 

I have confirmed with the Department of Defense and the contractor that the pilot 
covered $7.2 billion in payments from 1993, 1994 and 1995 made by the Defense 
Supply Center in Philadelphia. 

Mr. OsE. Thank you, Mr. Chairman. And then on page 3, I am 
a little bit confused about something. On page 2, when we talk 
about the sample or my question about the sample sizes there is 
a statement about four-tenths of 1 percent of the payments sam- 
pled were incorrect, which is remarkable. And then when the dis- 
cussion gets to the issue of the threshold, the $10 million threshold, 
there is a comment about the threshold of $10 million would result 
in a gross collection of $10,000 under this bill if a overpayment was 
found. That is one-tenth of 1 percent, if I understand. 

Ms. Lee. That is the industry standard, as we understand it. 

Mr. OsE. In private industry. 

Ms. Lee. In private industry. 

Mr. OsE. OK. That is not bad either. 

And then, finally, in the last page of your testimony, when you 
talked about the provisions in the middle of your— right above con- 
clusion— 'The bill would allow agencies to return up to 25 percent 
of collections to programs and activities from which the overpay- 
ment arose. These provisions could be used to bypass the normal 
Congressional Appropriations process." I am not quite sure I under- 
stood your explanation. 

Ms. Lee. We would propose that we structure the bill to make 
sure that when we return^ those moneys to a program, it was, in 
fact. Congress' intent to spend the funds. For example, sometimes 
we recover after a period of time and if the program has been 
eliminated or is completed or finished, we want to make sure the 
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moneys go back where you originally intended the moneys to be 
spent. 

Mr. OsE. The flaw being that if a program is terminated, there 
is no point in returning the money back to it. 

Ms. Lee. To that program, right. 

Mr. OsE. If the program is continuing, you would not have an ob- 
jection to returning the money to that program. 

Ms. Lee. Correct. 

Mr. OsE. OK. Thank you. 

I have got more questions. 

M r. H ORN . Yes. Go ahead. 

Mr. OsE. OK. Let us see. Mr. Allen, on page 3 of your testimony, 
the fourth paragraph, you talked about DSCP's recoveries to date 
being $2 million. That is for audit work begun in J une 1997. And 
what I am curious about is I don't see much point in spending $5 
million if you only recover $2 million. My question would be the 
cost of recovering the $2 million is roughly 

Mr. Allen. By the contract we have with PRGI, we pay them I 
believe it is 20 percent of whatever we collect. 

Mr. OsE. OK. 

Mr. Allen. We have up to $5 million under that initial legisla- 
tive proposal to pay them, at a rate of 20 percent of whatever we 
collect. 

Mr. OsE. So, potentially, in anticipation of finding $25 million in 
overpayment, you are authorized to spend up to $5 million? 

Mr. Allen. That is correct. 

Mr. OsE. These aren't my words, as a bounty? 

Mr. Allen. That is correct. 

Mr. OsE. OK. Thank you. 

Mr. Allen. The subsequent legislation authorizes us to pay from 
the proceeds, that is, from the amounts collected. 

Mr. OsE. At the outset, there was an appropriation to pay the re- 
ward? 

Mr. Allen. That is correct. 

Mr. OsE. OK. 

Now, Mr. Peterson, I got the first two points on AAFES's request 
for exemption. Those being the threshold on the secondary audits 
and the reversion to Treasury of the recovered funds. But you lost 
me on the third one. You had three points there that you were 
seeking an exemption under this legislation for. 

Mr. Peterson. Yes. Since our program has been undergoing for 
16 years, we feel that we have already demonstrated that we are 
following industry best practices in that we are working continually 
with our recovery firms to bring best practices to bear. And so for 
that reason, we don't feel that we should be reporting back to the 
0MB. 

Mr. OsE. Is it your rationale that as this is essentially self-fund- 
ed — 

Mr. Peterson. Yes. 

Mr. OsE [continuing]. That these funds should stay in AAFES's 
jurisdiction? 

Mr. Peterson. That is correct. We are a non-appropriated fund 
instrumentality. We generate our own revenues through our sales. 
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Mr. OsE. All right. On the meth<xlology that you used for con- 
tractor A in your example and contractor B, I would presume— and 
maybe that is not safe to presume and you can correct me if it is 
appropriate, certainly— the methodologies at the outset that con- 
tractor A used generated X amount of recoveries. And the second- 
ary audit firm, contractor B, used a slightly different methodology, 
I presume, that generated around, your example, $1.1 million. 

Mr. Peterson. Yes. We have only had the secondary audit for a 
little over 1 year. 

Mr. OsE. Well, my question really is when you have contractor 
B who uses a slightly different methodology than contractor A, over 
time do those two methodologies get merged so that we are contin- 
ually improving the larger portion, if you will, of the audit work? 
That being, we merge methodology A and B in the subsequent or 
successive contract? 

Mr. Peterson. Sir, the two firms don't really get together as far 
as how they perform their audits. And I don't know that they use 
different techniques. I believe that the secondary firm probably is 
quite familiar with the primary and looks for areas where the pri- 
mary has thought it wasn't beneficial to look. The secondary has 
a higher recovery rate, you know, 35 percent versus 21 percent, so 
they can afford to perhaps delve into some areas that may not have 
been efficient or economical for the primary to do. 

Mr. OsE. My point is, as Congress looks out into the future and 
considers these challenges, not in this round of audit awards, if you 
will, but maybe the next round, is there any rationale for us think- 
ing that, on an RFP or RFQ or whatever it is we use to enter into 
these contracts, that we would merge the methodologies? 

Mr. Peterson. Well, I don't know that those are different meth- 
odologies, Congressman. 

Mr. OsE. OK. You think the added result might be attributable 
to the 13.25 percent extra in the bounty, if you will? 

Mr. Peterson. It is that and then just looking for areas— they 
may approach something— use a little different computer program 
than the first one used that might detect something that the first 
one missed. 

Mr. OsE. All right. Finally— let me make sure that is finally— 
on page 5, I think you touched on something that is very important 
to business people and that is the reach-back, if you will, 4 or 5 
years. I can't imagine somebody coming into my affairs and asking 
me to substantiate something that happened in 1994. I see that the 
audit competition and target would be 30 months. Is there any pos- 
sibility of even compressing that further? 

Mr. Peterson. Not within our industry. We approach things 
from the viewpoint of a commercial retailer, rather than that of a 
government agency because that is our primary business is retail- 
ing. 

Mr. OsE. Right. 

Mr. Peterson. And many of the items that our audit recovery 
tracks are year-to-date purchases and so to compress an internal 
review cycle, a primary and a secondary, into much less than 30 
months would really be pressing the audit companies. 

Mr. OsE. Is the 30 months an industry standard? Or is that just 
what you have come to as fitting the 
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Mr. Peterson. That is what we have come to. 

Mr. OSE. OK. 

Mr. Peterson. That is our goal. 

Mr. OsE. Do we support— or to what degree are we providing re- 
sources to outside firms to do these audits? In other words, we 
have got a certain clerical staff. Are we, in effect, providing support 
staff for audit firms? Or is this a totally arms-length, third-party 
transaction where they come into AAFES. We are not providing or 
AAFES isn't providing or some of these other agencies isn't provid- 
ing committed staff to support the audit done by a third party? 

Mr. Peterson. OK. We provide no people. We do provide space 
in our facility for them and we provide access to our computerized 
records. 

Mr. OsE. All right. Finally— Mr. Chairman, you are being very 
patient with me and I appreciate that. 

Mr. FIorn. We have all afternoon, my friend. 

Mr. OsE. Oh, lordy, lordy. [Laughter.] 

I appreciate FI CF A being 

Mr. FIorn. No, no. Forget the bells. [Laughter.] 

That is to keep us alert. [Laughter.] 

Mr. OsE. I appreciate the opportunity to visit with Ms. Snyder. 
The reason I do is that Medicare remains one of the largest pro- 
grams we have and 14 percent, 7 percent, 5 percent of Medicare's 
number is a huge number. Which b^s the question— and you are 
going to have to take me through it— you have got the payment 
error rate down in 2 years from 14 to 7 percent. The other testi- 
mony we have heard indicates somewhat less than that in a pay- 
ment error rate. Is it possible to get to the payment error rate that 
these other agencies are experiencing by their samples? And what 
is the relationship between getting to it and the cost we are likely 
to incur? 

Ms. Snyder. When we first started out trying to drive down the 
payment error rate, it was based off of a statistically valid sample 
and an extrapolation, if you will, of the error rate and the dollar 
amount established by the IG. And we have continued to use that 
methodology to try to measure what the error rate is for Medicare 
payments. And I would also like to point out that that is a measure 
of error. It is not a measure of fraud or abuse. 

Mr. OsE. I understand. I understand. 

Ms. Snyder. It is just a measure of our total due to error. 

Mr. OsE. Believe me, I know. I have had lots of constituents 
come in and talk to me about this. 

Ms. Snyder. OK. What we have found is we do believe that we 
can drive the error rate lower, since we have had such good success 
in the last 2 years. A large part of the dollars that we use for that 
came out of the MIP program, the Medicare Integrity Program, 
which was authorized under FlIPPA. So we fully expect to spend 
those dollars on continuing to drive down the error rate. And that 
dollar amount does increase from year to year. We were at $560 
million this year and it eventually increases to $720 million. 

I am cautiously optimistic that we can drive the error rate much 
lower than 7 percent. I think the fact that in 2 years we have seen 
good results from our corrective action plans and corrective activi- 
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ties that we have undertaken will help us reduce that even lower. 
And our goal is to get to 5 percent. 

We do recognize that in a program this large, there will always 
be some error. We don't know yet where that bottom line is or what 
that bottom line percentage is. Right now, as I said, we are push- 
ing to get to 5 percent and then to evaluate where we can go from 
there. Again, I would like to point out that it is sort of like the 
old— if you will allow me— the diet analogy. That first 10 pounds 
is easy to lose. It is that last 5 that is the killer. And we are start- 
ing to move into that last 5 pound range. 

So I do believe we can drive it lower. I believe that the funds 
that are available to us through the MIP program will help with 
that. The return on investment for all of our program integrity ac- 
tivities is 15 to 1, so we still have a good return on investment. So 
I am cautiously optimistic. 

Mr. OsE. So the 7 percent, again, is the rate at which we are able 
to identify the errors. And then, in terms of recovery, you are sug- 
gesting a 15 to 1 pay-back in terms of the cost that HCFA incurs 
in doing the identification. But how much or what is the— I don't 
even know what the 

Ms. Snyder. The recovery. 

Mr. OsE. Yes. The recovery rate. Thank you. 

Ms. Snyder. It would be the recovery. Right. OK. 

Mr. OsE. It's my bill and I don't even know the darned phrase. 
[Laughter.] 

Ms. Snyder. We believe that we are going to recover the bulk of 
those overpayments. And, in fact, again, if you will remember, this 
is an extrapolated sample, if we look at our yearly activity and we 
look at our accounts receivable and look behind that, which may 
be a better place to look in terms of recoveries, what we find is that 
we capture back approximately $12 billion to $13 billion annually 
through offsetting collections and other receipts. And, of course, 
many of those dollars never show up. And I can submit the exact 
dollars to you for the record. 

Mr. OsE. I think that would be helpful, Mr. Chairman. 

Mr. Horn. Without objection, it will be put in the record at this 
poi nt. 

[The information referred to follows:] 

The dollar amounts are: 1) new receivables for FY 1998 total $15.4 billion; collec- 
tions on receivables total $12.6 billion; and, 3) the amount which is offset is $7.7 
billion. 

Mr. OsE. My final inquiry is, Ms. Lee, Mr. Allen, and Mr. Peter- 
son, if I understand correctly, you have third parties coming in and 
doing the audits in your agencies. And they are doing it for a fee 
that is negotiated and, if the pattern as identified by Mr. Peterson 
is correct, basically all we are providing is a desk and a phone and 
they bring their own personnel in and do the analysis. Is that cor- 
rect? 

Mr. Allen. That might be more true in AAFES, who has 16 
years of experience in doing that. In case of us, within DOD, there 
is a little bit more effort than that, for a wide variety of reasons. 
Again, we are in a pilot program in DOD. We have not compressed 
our audit cycle. We are dealing with auditing contracts that are. 
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in some cases, 4 years old. We have to go find that documentation. 
There is some effort associated with that. 

We have the Defense Finance Accounting Service in Columbus, 
OH, who makes the payments for us. They have records. They have 
to provide those records and they have to go through some effort 
to make the records available to the auditing firm for the audit. So 
I would say, initially, there is probably a lot more work, effort, in 
starting up an internal government effort to make records available 
to an outside auditing firm, but over time, one of the systemic 
things we would learn is we would be able to figure out how to get 
that effort down to next to nothing. And we might, then, in 16 
years or in some period of time be somewhere close to where 
AAFES is. 

Mr. OsE. Let me introduce you to Mr. Peterson. He has got a 
model, I think, we ought to maxe 

Mr. Allen. Well, absolutely. We benchmarked with AAFES 
when we started out the program and you are absolutely right. And 
we are doing the same thing with some other agencies today. 

Mr. OsE. Ms. Lee, is that consistent with your experience? 

Ms. Lee. We at 0MB don't employ the auditors, but it certainly 
sounds very logical. And, of course, the specific contract terms and 
conditions are things that you would want the auditors to have ac- 
cess to to make sure that they have the right baseline. 

Mr. OsE. It is timely, Mr. Chairman, that we have these discus- 
sions since we are struggling with our appropriations and, granted, 
we are going to deal with it, but I daresay that if you were able 
to take Mr. Peterson's model, for instance, and apply it to Ms. 
Synder's organization and reduce not only the identification rate, 
but increase the recovery rate to reflect AAFES's, we would have 
substantially greater resources to commit to serving the people of 
this country and that is the underlying purpose of this bill. 

While I very much appreciate the gaps that we have not ad- 
dressed, in terms of recovery and, if you will, the entitlement na- 
ture of some of your organizations, you know, we are going to try 
and fix this, subject to your testimony, and we are going to go for- 
ward. And I appreciate the opportunity to visit with you today. So, 
thank you. Thank you, Mr. Chairman. 

Mr. Horn. The gentleman is absolutely correct on the impact 
that it would make in a program such as Medicare. The gentleman 
from Oregon, Mr. Walden. 

Mr. Walden. Thank you, Mr. Chairman. I had a question for Ms. 
Snyder, I guess. Reading through your testimony, on page 3 you 
talked about how most providers who make billing errors have no 
intent to do anything wrong, simply make honest mistakes, which 
I would tend to agree with. 

I guess what troubles me, having served 5 years on a community 
hospital board, I have seen the letters come out from the Depart- 
ment of J ustice that allege just the opposite. And I believe it is the 
Fraudulent Claims Act that is invoked by thej ustice Department 
on behalf of your agency, chasing claims that go back 8 or 9 years 
in some cases. Are you still using those tactics? 

Ms. Snyder. What we have tried to do, also, as part of our pro- 
gram integrity strategic plan, is to work to have more of a partner- 
ship with our providers, because we recognize some of the same 
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concerns that you just raised. And we think that is partly why we 
have been so successful in pushing down the error rate. But 
through provider education, making sure that people understand 
the right way to bill, what the requirements are, what the right 
codes are, that, inde^, they are paid correctly, then, from the be- 
ginning. We still use the False Claims Act when it is appropriate. 
But I believe that it is more of a partnership effort, these days, to 
try to make sure we are paying claims correctly. 

Mr. Walden. So I guess I 

Mr. Horn. If you could move the microphone a little closer to 
you, Ms. Snyder. 

Mr. Walden. So I guess I would say, Ms. Snyder, is, again, I 
have met with a lot of people and I represent a district with lots 
of small rural hospitals and all and reading those letters are ex- 
traordinarily intimidating. They say you either admit that you— on 
what is I think you have correctly recognized here probably a sim- 
ple honest mistake, but they are being told either admit to false 
claims and fraud or we are going to come do major damage to your 
bottom line, taking a $2,000 error in billing and turn it into a 
$100,000 issue. And I thought it was overkill and I thought if I 
ever got in a position where I could say that, I would. Well, here 
I am. [Laughter.] 

And I guess 

Ms. Snyder. And I certainly appreciate your guidance, sir. 

Mr. Walden. I also wanted to be in a position to say, in reverse, 
however— I am a bit off-topic here, but I think, because we are 
going to be putting pressure on you to go do this and, yet, there 
is this balance. And I always wondered how often does Medicare 
make payment errors on the other way? And, you know, what if the 
Fraudulent Claims False Claims Act was used in reverse? What is 
good for the goose ought to be good for the gander. And I am glad 
to see that you are kind of taking this a different direction. 

Not to say there isn't fraud out there. I realize there is. 

Ms. Snyder. I would just like to mention that the Department 
of j ustice just recently issued new guidelines to try to take care of 
that overkill problem that you reference. 

Mr. Walden. Good. 

Mr. Horn. Can you get us those regulations? 

Ms. Snyder. Certainly. 

Mr. Horn. We will save a part at this point in the record, with- 
out objection, so they are spread out in this document. 

[The information referred to follows:] 

A copy of the Department of J ustice's guidelines is provided here as an attach- 
ment to the transcript. 
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SOBJECTi Compliance with Guidance oa the Use of the 

galae .Clalno Act in Civil Health Care Matrera 

ACTIOS REOUIRBD: Distribute the Attached Memorandum to all 

Assimtant United States Attorney* Handling 
Civil Health Care Matters 

CONTACT PERSON 1 Robert Liles 

Health care Fraud Coordinator 
Legal Programs 
Phones (302) Sie-«444 
K-mails aexlE.po.rliles 

On June 3, 19S8t the Deputy Attorney General isaued a 
Guidance Memorandum to all Department attorneys handling civil 
health care matter* regarding use of the False Claisie Act in 
civil health care matters . The Guidance Meraorandam en^hatiza* 
the importance of pursuing civil raise Claima Act cases against 
health care providers in a fair and even-handed manner, and 
implemants new procedures with reepect to the development and 
implementation of national initiatives. Additional inetruction, 
stressing the need for cotnpliance with the Shiidance Keraorandum 
was issued by the Deputy Attomsy General on December 4 , isgs . i 


TO: 


FROM: 
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copy of CJia'; .■nemoran&i” is atcacned. 

Please ensure that all Assiatant United Stataa Attasaeyss 
iiatidiing civ.il haalth car* nattsrg ntceive a copy of ilie attached 
Bifjraoreniium . Should yo-u have any ausEtions reg^arding the guidance 
issued CO ubs of the Palce Claias Act in civil health care 
mattarB., please contact Sobort til*® at the nuoihar above. 

Attachment 
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Decernbar i, 


XSMORASriaK FOR! All Oaiced states Actcrnays 

All First AsaisCoac Onitad State* Attorneys 
All Civil HSAlth Care Fraud Coordinators in 
tne Offices of United States Attorneys 
All Trial Attorneys in the Civil Diviaion, 
Commercial liitigetiOR Section 


FROM: 

SUBJECT! 



Erie H. Holder, 
Compliance with 


Jr, 

Suidance on the Use of the 


The False ClaimE Act IFCA) is the department's most 
in^portant dvlX enforcement tool for addressing trend and abuse 
against federal health benefits programs. While the broad reach 
and substantial penalties of the Act make it a powerful anti- 
fraud tool, all DOj attorneys must eneurs chat we use sueh tools 
in a fair and even-haaded manner. To thie end, I 'issued a 
Cuidanee Memorandum on the Use of the Civil False Claime Act in 
Health Care Matters (June 3, 1938) for use in all pending and 
future health care fraud cases. The Guidance Momorandum. inter 
alia, emphasiree the need to develop ac adequate factual and 
legal predicate as to each element under the FCA before 
contacting a provider about potential FCA liability! establishes 
new proosduroa far the davelopaent and iiT^lesentaclon of national 
initiatives! and establishes that, as a general matter, contact 
letters shall be used in national initiatives when, concaotina 
providers about their potential liability under the False Claims 
Act. 


It is- imperative chat all Departmental attorneys comply with 
the Jt™ 3, 1999, Guidance Memorandum, In addition, to 
facilitate supervisory review. Departmental attorney* are 
encouraged To document their compliance with the Guidance. 
Supervisors should consider the use Of narrative suimnarlae or 
other appropriate cntriea in ease files that reflect 
consideration of the Guidance's principlee. Finally, 

Departmeacal attorneys should reach out to local, state or 
national health care provider organirationa and others to explain 
the Guidance Memorandum, ^ 


I appreciate your careful attention to these iaauea. If you 
have any questions, please contact the EOUSa Health Care Fraud 
Coardinator, Robert Liles, at <ao 2 ) €lS-5L3fi. 
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RSMORiVCDUK rXvr A,il •Jni'zso SSsces Artsrneys 

Xil First AsslistiB-t fnrtea States A-ttsrnayS' 
All Civil Saalti Cara rraac Coardinator# in 
the Offices et Cr.itad States Atcernays 
Ail Trial Actoraeya ir, the civil Siviaisn, 
Cotimercisl Litijstion Section 


FROK ! 


SOTJECT; 


Holder, Jr. 

5 , Detiuty Atcornay 36r;eral 


Guidance on tfca Use of the Fslae Claims Act 
in .Civil -S aa'fCh Care Macegri 


One of the Geparsttcnt ' s laesi: irepcrtant tool# in p-retecting 
the integrity of Kadicsre and other taxpayer-funded health cars 
programs is tne civil False claims Act. While the broad reach, 
and’sitbscantial damagaa and civil penalties under the Acs make .it 
ona of the Eepartment ' £ most powerful tools, Departmantai 
attorney# are ohligated to use their authority under the Act in a 
fair and responsible mannur. This is partieuiarly important i.a 
the context of national initiatives, a'hich can have a broad 
irapaet on health cars providers aorosa the oountry. 

This ^idance is being tasued to etophasire the importance of 
purauing civil False Claim* Act cases against haalth care 
providers lb a fair and even-handed manner, .icd to implement new 
procedures with respect to the develcpment and irplemantation of 
national Initiatives, 

1. Wational Initiacivea. 

Generally, national initiatives deal with a ccrmon wrongful 
action accomplished in a like manner by multiple, similarly 
situated health care providers, national initiatives must be 
handled in a manner (i) that prcmotes consistent adherence to the 
Eepartmant'# policies on enforcenant Of the False Claims Act, as 
well as a consistent approach to overarohirg legal and factual 
issues, Cxi? whila avoiding any rigid approach that fails to 
recognize the particular fact* and oireumsCances of 3a individual 
case . 
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5ui:-;ect- Guidance cn che use af ihs Falsa Clans Act -.r_ Civil 
Health Care Fraud Xatlers 


Tc achiava these cbjectivas, the Departmec; has ir.ctitutsc 
the following procedures; 


(A!- 


Eerox'e alleging violations of the False Claims Act, whether 
in oonneocion with s national initiative or otherwise, Departraeat 
attorney's must evaluate whsthar the provider: (i) submitted false 
claims to the govanur.ent. and (ii) submitted false claims ior any 
false statements made to get the false claims paid) with 
'‘knowledge" of their falsity, as defined in the Act. Ihese are 
separate Inquiries. Deparfrteat actomeya shall not allege a 
violation of the False 'Clairas Act unless both of these inquiries 
lusd to the conclusion that there is * sufficient legal and 
factual predicate for proceeding. The following issues, among 
other issues, shall he considered in these, dstarmiaacions : 


fi) 


a . E xamine Relevant Statutory and Raoulatory 
gJToyi.siQbs and .Intercretlve Guidance . Dopartmmnt 
attorneys shall examine relevant statutory and 
regulatory proviaians, as well as any applicable 
eutdance from the program agency or its agents, to 
detertiine whether the claims are false. In certain 
circuastaiices, *uch as whan a rule is technical or 
complex. Department attorneys should coramunicate with 
knowledgeable personnel within the program agency 
t e.c. ■ the Health Care Finsaci.ng AdBiniatration, 
tricars, or Office of Personnel Management) concerning 
the meaning of the provision. 

b. a erify _£he-Paea and Other EvldepeB . 

Departrasne attorneys aftall. Cake appropriate steps to 
verify the accuracy of data upon which they ate 
relying, either independently, or with the assistance 
of the fiscal intermediaries and carriers, the 
Department of Health and Human Services - office of 
Inspector General, the Federal Bureau of Investigation, 
or another investigative agency. 

c. CP.n.4uo-t_-tba .ISTecesaarv tnveBticat.tv« steea . 
Department attorneys should conduct such in'vastigative 
seeps as are necessary under the eircumstances , 
including where appropriate, the eubpoenaiag of 
documents and the interviewing of witnesses. 
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Messirar.du!', :ra“ tha ":spu!iy Aa:crnay Genaral 

Sub^est: Giiidsr.ce or. the L's« o; th-S False Clairrs .<c; 1“ c-_vil 

Ksaltb. Case Fesud Sattera 


<ii.l Bis 

Claitrs ?' 




Xb. th« ei'enc the eiaio.*' are false. Dsparttreac 
accorr.eys r.ost also a-u'ai.ttace whether the hsa.Lth care 
provider "koowingly'' submitted the falas oisitcs or 
■'knowingly" tiaSs false stacssents to get the false 
claims said. As set forth, stove , and before mating 
thi,s dsteminacicn, Dapartment attorneys ahotld conduct 
such inveatisacius steps as necesaary under the 
circumstances, including where appropriate the 
sabpoasaing of docuxenta and the iiicBr-,'t«vjing of 
witnesses, under the False Oiaims hot, false claims 
and. false statements are eufetiitted '’knowingly"' if the 
prawidar had actual fcaowledge cf thais falsity, or 
acted with deliberate ignorance or reajclesa disreoari 
as to thair truth or falsity, while relevant factors 
will vary- from case to case and the list baiow is net 
intended to be exhaustive, factors that must ba 
considered are; 


*. itotleg to the grovidar . Was the provider on 
actual os constructive notice, as appropriate, of the 
rule or policy Upon which a potential case would he 
based? 


h. The Clarity of the. Rule or Foligy . Under the 
circumstances, ia it reasonable to conclude that the 
provider uaderatood the rule or policy? 


Clalma . Is the pervasiveneas or magnitude of the fals* 
claims sufficient to support an inference that they 
reaultad from deliberate ignoranoe or intentional or 
reeJtlesa conduct rather than mere miotaVes? 


Wi th ^Ailing H;ilae . Dees the health care provider have 
a eomplianca plan in place? Is the provider adhering 
tc the compliance plan? What relationship exists 
between the compliance plan and the conduce *t iesue? 
vfhafc other steps, if any, has the provider tahen to 
cot^ly With billing rules in general, or the billing 
rule at issue rn particular? 


3 
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Kemora.;;duT. fro-v! che Deputy- A:cordey ijSr.eral 

Subject.- Ouidar.ce ca dhe Css oi the Falsa Claj-c.s Act cr. Civil 
HaBit" Cars Ffa-ad Mstrers 


e. Past Remadtai Sf fores . Has the provider 
prsuioussly on uts own idenciiiad tha wrongful o-onauct, 
currently ur.dar exasslnacion and taicea steps to reMtiy 
the problen? Did. the provider report the wrongful 
cs.T.duct ta s. joi’err.r.ent agency? 


£ . Guidance bv the Program Aoenev or its Anents . 
Did the provider directly contact either the prografo 
agency l e.a. ■ the Health Care Financing tditiinistracioni 
or its agents regarding the billing rele at issue? rf 
so, was the provider fcrthcotning and accurate and did 
the provider disclose all material facts r.agaxding the 
billing issue for which the provider sovght guidance? 
Did the progr&K agency or its agents, with disclosure 
of all relevant, mterial facts, provide clear 
guidance? Did the provider reasonably rely on such 
guidance in subraiccing the false claims? 


g. davfi There Been Prj.or Au d 

to the Provider of the Same or Similar ..Silling 


h. Any Other Information ■That Bears _gn .iiha 
.grovidcr' . s State of Mind in Subf.itting the ..False 
Cl^iigs. 

(B> Overs idht..bv Kational laiciativa,, W . ortei.nd Croups . 

For all current and future national initiatives, tho 
Attorney General's Advisory Coctmitttee <AeACl and the Civil 
Division shall establish a working group to coordinate the 
development and implementation of each initiative. 

Working groups will be comprised of Assistant United States 
Attorneys and Civil Division attorneys with particular expertise 
In health care fraud. In accordance with the health care 
guidelinee promulgated in January 1997, in appropriate instances 
each vnixlclng group may also need Co coordinate and plan the 
initiative with the Department's Criminal Division. 

Each working group will (1) examine the Initiative to ensure 
that a fectUBl and legal predicate is present for the initiative 
prior to its implementation, (ii) prepare initiative -speoific 
guidance and sample documents (such as legal analyses, summaries 
of audit data, contact letters, tolling agreements, compliance 
and settlement agreement language) for use in the initiative, and 
Citi) prepare a general invaetigacive plan, setting forth 
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;.'enc::-Erd-j,rr. rrair, "he deputy J.ttcrr.ey Ger.eral 
G,ibdiir.c^ on lilie Uss "ns P3iE:e 
heaiak Cars Fraad. Kaccs'rs 


sacqetakBd ;..h-^’estagaq--ye gasps tkak ssr.---i rh.cu, q er.cieq—a. 

orior do r.rocaedidg - Bor'mr.g grcops sha_l «a respo.nsioae rot 
oDoriioatioA wicli. .aw sr-£cbo®raan" a.yer.oies , cht Kaailh Care 
r or.=.r. = ir:3 J-ixiniscyadlon, aod cthar appropriate eftti'ies. 

Khile r;ks working groups siiali. Pe respor.siole for 
nocr^iOHfirL^ rha cv^raJ I developrKsnr aod impEeiradtatio" oz ^ 
nstior.ai iiiitiacives.- sack maot&r agaiksr e scecrilc proyider 
3UHC ba evaluated on a case-by-oase bssrs. 


u^aSiSiasiima ■ 


A* ouciifiad above, tspertaenr attorneys porticipatihg in 
nacinnal initiatives shall, in general, maka initial, contacts 
with health rare providers, to resolvs a. cast, r.hrc-jgh. the use of 
'contact" 7i.ectere. She ourpase of a cor,t.aec latter is to notify 
a provider of their potaatial exposure under the Felse Claitr.s Acs 
and to offer the provider sr. opportunity tc discuss the ir.scCer 
bafore a specific demand tor payment is made, rn limited 
eircumstances, where the specific facts of a situacioti warrant s 
diffarer.t approach, ETeparcment attorneya may make an initial 
contact through other legitimate means. 


Tne use of contact letters to make initial contact with 
health oare providers is in furtherance of Sxacutive Order ijssa, 
which obligate* bepartment attorneys tc make a reasonable effort 
to notify tha opposing party about the nature of the allegations, 
and actaropt to resolve the dispute without litigation if at all 
possible. The type of contact employod will depend on the nature 
of the allsg-ations and the stage of the ir.veatigacion.. Rega.rdless 
of the form of initial ccr.cacc, Denaremer.K attorneys must ensure 
that health care providers ar* afforded: (i) an adequate 
opportunity to discuss Che matter before » demand for sattiemant 
is made, and (ii) an adequate time to respond. Xn addition , 
Department attorneys shall grant all reasonable requseta for 
extensions of time tc the extent that they do net jeopardise the 
government's claims. The use of statute^ tolling agreementB are 
strongly encouraged to allow providers time to respond without 
jeopardizing tha govemrant'a clallta- 


After reviewing the legal and factual circumscancas of a 
particular matter. Department attorney* shall consider other 
available remedies -- including administrative reitedias such as 
recoupment of overpayments, program exclusions, and civil 
monetary penalties --to dete-mine what remedy, or ccmbinatioii of 
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drom tide Dsp'-:ty A'tcjrnay 

Sdbjeci; : G’didancs ar. tds Ose of tds Fals* Claims S.od -r. Civi_ 
Health Cere rracd Xactsrs 


remadias, wculd be lha r.osc suitable ur-dar t.'-s circumstances, 
should the recoupr.ar.t or an ovarpayntent be the most approertatB 
ramady. Csparrmenc etcorriays shall consider rafarring tha matter 
to the approprists carriar/f iscal incerfiCdiary for appropriate 
action . 



Attorneys shall coniider any financial constraints 
idancified by a provider in determining a fair, reasonable and 
feasible settlement between the parties . Hospitals and other 
health care providers ctcins an ur.ajotlity to pay a specific 
Bsetlamant amount should be asked to present dosumentation in 
support of their stated financial condition. 

4. Hural and CoimfUBitv Health Care Provider CoacBma -- 
Iinaact on atia-n ^h ilitv of Medical Sarvleee . 

When dealing vich rural and community hospitals and other 
health care providers. Department attorneys shall coneider the 
itfsacc an action may have on tbs coiamunity being served. In. 
detei-rBining an appropriate resolution, or deciding whether to 
bring an action, care mast be taken to consider the community's 
interest in access to adeguata health care along with any other 
relavaht concerns . 

5 . Hanpitals and Other Health care groifidars_.l>ot Heprasented by 
eouaaal ■ 

Department attorneys shall pay special attention to contacts 
with hospitals and other providers that choose (due to financial 
constraints or otherwise) to resolve claims without legal 
representation. Separtirent accomsys faced with this 
eircumatance must Carefully assess every action taken to avoid 
even an appearance of ccarcion or overreaching because of the 
absence of opposing counsel. 

fi. ltlninizi n.g_Bugden s lapofle d on JroviderB Iharlna 



Department attorneys also should be mindful of the ways in 
which our Investigations and audits can disrupt and burden the 
day-to-day operations of providers in hoth. a financial and 
practical sense. In developing and impleraenting an investigative 
plan, we should do what we can do to minimize these adverse 
affects, while still meeting our obligation to diligently 
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'-ienioirsnduir, ;lrc:ri -‘.ha DspiiCy ^.PPCTr,py --’fer.sra^ 

^r. Pl-3 v3e of -Pa false ::lav:sE Acs -r. li^i- 
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invasligaiB allegaoians of pcter.tial fiaic.. for ax.arp.e, while 
rehSKniair.3 tf.ac certain circuSEiaricssf v/arrahc aiffs-rahi 

aDproac.'.es , DspsrcP.snC atpcimey* should cor.sidai t prcviaer'9 
rsguest te accapt the rssults of an audiE of a sa-ple of -laiT.s 
in lieu of a coaplape audit; . 

7 . P rpyider Aegist an ee with the rnva»tia at.ioii . 

In deferriiiaing an appropriana seStleKenc araourin, Dapefnirsn; 
atr.comeys should conaidar she extant to which a health care 
prcvidsr has cooperated with the audit or investigation oZ the 
relevant matter. 


8 . 


The proper determination as to the use and application of 
the raise Claims Act or other appropriate remedy req-uirea an 
individualized, review cf each case, ensuring- that each of the 
above factor* are given full consideration. 


9. asvtew of guidanc e. 

In order to assure the fair and appropriate application of 
the raise Claiita ftct, this guidanca will be subject to review In 
31 JC months. 


10 . 


Quesfciene regarding use of the false Claim* Act Ehould he 
ral.'erred to the Health Care Fraud Coordinator in your district, 
or to Xobert Liles. Health Care Fraud Coordinator for the 
Executive Office for Uaitad states Attorneys (tel. no. 20S-616- 
S118) , or Shelley R. Slads, Health Care Fraud Coordinator for the 
Civil aivisior. (tel. no. 202-307-0264). 
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Ms. Snyder. Yes, sir. 

Mr. Horn. Thank you very much. 

Mr. Walden. I think that would be helpful because I know there 
was a lot of pressure brought in both directions. 

Ms. Snyder, in a letter back in December, I guess, of last year 
to Senator Kennedy, the administrator of HCFA stated that HCFA 
was unable to consider using private recovery specialists because 
we don't have the statutory authority to pay contractors a contin- 
gency fee basis. H.R. 1827 would provide that statutory authority. 
Is that something you would welcome? 

Ms. Snyder. Actually, one of the things that we are looking at 
is whether or not we would actually need a different kind of au- 
thority or a new authority. We believe that the authority that we 
have under the Medicare Integrity Program allows us to look at a 
variety of fee arrangements, if you will, including incentive pay- 
ments or incentive fees with contractors. Our concern with that is 
that we would have a performance measure with the contractor 
that accounts not only for the identification of overpayments, but 
the fact that those overpayments are sustained through the ap- 
peals process and are, indeed, overpayments when we get to the 
end of the process. 

So we have been looking at our current authorities. There may 
be a slightly different interpretation since we responded to that let- 
ter. We don't believe that we need additional authority for recovery 
auditing. 

Mr. Walden. You don't. OK. All right. Thank you, Mr. Chair- 
man. 

Mr. Horn. Well, that is a very important point, the contractor 
relationship within Medicare. How much control actually under the 
law do you have with the contractors on, say, a program such as 
this? On both error recovery and what not? Can you really get 
them to do it or are they just there and defy you? 

Ms. Snyder. No, sir. I think that, again, this is another relation- 
ship that has been over a very long period of time. We have been 
in business for 30 years with our fiscal intermediaries and carriers. 
We do give them direct instruction about activities to undertake. 
They have been involved in overpayment identification recovery au- 
dits. They do that work for us now. It is part of our contract agree- 
ment and budget agreements with them. They are paid to do that. 

We are, however, very interested— and I know that we have spo- 
ken about this before, about contracting reform and our ability to 
encourage competition among entities that might also be able to do 
Medicare work in addition to the insurance companies. 

Mr. Horn. How often does the Health Care Financing Adminis- 
tration take a look at contractors? And is there a fix^ point in 
time for each contractor or how do you handle that? 

Ms. Snyder. There is a requirement that we do yearly contractor 
performance evaluations. HCFA has not been as diligent about that 
in terms of our contractor oversight, as we should be. Part of our 
performance evaluation expectations are around overpayment col- 
lections, financial controls, and those kinds of evaluation activities. 
We renew those contracts yearly and we do look at their perform- 
ance. 
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Mr. Horn. Anything anybody in the panei wouid iike to state 
and comment on, bas^ on any diaiog that has gone on up here? 
Often we hear peopie haifway home say, gee, i wish i had said 
something about that. That isn't the way i iook at it. So anything 
to add to this diaiog, Mr. Peterson, based on the exchanges you 
have heard between Members and witnesses? 

Mr. Peterson. Weii, i wouid just second the gentieman from 
GAO'S comments about picking the iow-hanging fruit. That is es- 
sentiaiiy what our internai staff does. And you notice that we re- 
covered $33.8 miiiion at a cost of iess than $500,000 in personnei 
costs. So that is a very cost-effective way of recouping dupiicate 
payments and missed discounts and so forth and dispiays that you 
can do it in-house instead of paying a contractor to do it. But that 
does not take the pi ace of a commerdai audit recovery firm because 
they possess the expertise that we don't have and audit recovery 
is not one of our core businesses. That is not what we are in busi- 
ness to do. 

We try to pay accurateiy the first time, but we do make mis- 
takes. Peopie make mistakes. But we try to catch them internai iy, 
if we can. Then, if we can't, what we miss, we pay the audit recov- 
ery firms to find and that is money that we wouidn't have if we 
didn't empioy them. 

Mr. Horn, is that done by an audit firm that is internaiiy in- 
voived on a random sampie basis? Or is that a totai universe exam- 
ined? 

Mr. Peterson. That is the totai universe. They examine aii of 
our records. 

Mr. Horn. What have you done as a resuit of their findings and 
recommendations that has iowered the amount of errors that have 
been had within the agency? is it just a matter of training and get- 
ting more auditors on your own payroii? Or what? 

Mr. Peterson. Weii, it is partiy that. And it is iearning to de- 
veiop programs internaiiy to find dupiicate payments. We have 
found out that there are commerdai auditors running computer 
programs iooking for these. Two of our internai auditors wrote pro- 
grams for us that we can iearn ourseives, that our smaii internai 
staff runs on an ad hoc basis every month to iook for these errors. 
We have found that they were finding a iot of credits on vendor 
statements. So we have added peopie to our internai staff to do 
that. And that has been very cost-effective. 

So we are constantiy iearning from them. We meet quarteriy to 
see what they have found, who they are finding it from, what 
firms. We go back and iook at it and find out why the errors oc- 
curred and try to correct them. We are not as good as what we 
wouid iike to be, but we certainiy make every conscious effort to 
improve. 

Mr. Horn. Weii, i thank you for that remark. Mr. Aiien. 

Mr. Allen. We want to be iike AAFES. [Laughter.] 

Mr. Horn, it depends on which AAFES you are taiking about, 
i think. 

Ms. Lee, any comments on this? 

Ms. Lee. Chairman Horn, one of the beauties of having this op- 
portunity at 0MB is to seethe broad management issues, it struck 
me, in preparing for this hearing, that i saw in severai cases where 
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there were discussions of the contractors not, for whatever reason, 
feeling an affirmative requirement to notify the government if they 
had been or suspected they had been overpaid. And so I have made 
an action item to talk to the CFO's. I have pulled out the payment 
clauses myself and was reading them and saying, you know, per- 
haps this is something we ought to explore. So I have got a self- 
action item from this hearing. 

Mr. Horn. Good. Well, when you have a self-action item, I am 
sure it is completed. So thank you. Ms. Lee, on this point, you will 
recall our Debt Collection I mprovement Act of 1996 that we tucked 
into the Omnibus Appropriations Bill of that year. There was a 
provision in there called gainsharing that would allow agencies to 
retain a portion of delinquent debts collected and this provision 
was designed to be an incentive for agencies to collect delinquent 
debt, both in terms of human resources and in terms of up-to-date 
computing capability. 

As far as I know, no Federal department or agency is presently 
using the gainsharing program for debt collection. Do you know 
why this is? 

Ms. Lee. Chairman Horn, my understanding is we at 0MB have 
some more work to do regarding budget authority and how that 
gainsharing activity plays. And we look forward to working with 
the Congressional Budget Office to sort through those issues. 

Mr. H ORN . When are we goi ng to sort it out? 

Ms. Lee. Soon. 

Mr. Horn. How soon? Next month? 

Ms. Lee. Could I try after recess, again? 

Mr. Horn. Next week? Well, after thej uly recess, I am all with 
you. 

Ms. Lee. I will do that. 

Mr. Horn. OK. And because there is an analogy here. And when 
you return that money, to what degree will it be used? Or will 
0MB be sitting on it to try and say the deficit is less than it is? 
I don't know what pot you put that in. Does it just sit in the agency 
accounts and they can't touch it? 

Ms. Lee. I owe you an answer. 

Mr. Horn. Pardon? 

Ms. Lee. I owe you an answer. 

Mr. Horn. OK. Without objection, Ms. Lee's answer will be in 
after the end of thej uly recess. 

[The information referred to follows:] 
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BEA SCORING OBSTACLE TO IMPLEMENTING GAINSHARING 

The Administration has been supportive of gainsharing for improved performance in debt 
collection. In 1997, 0MB issued a government wide data request for agencies interested in 
gainsharing as authorized by the Debt Collection Improvement Act (DCIA). 0MB worked 
closely with the Department of Treasury to prpvide appropriations language in the President’s 
Budget for gainsharing in the budgets for FY 1998 and for FY 1999. In the President’s Budget 
forl998, $384,000 was proposed. In the following year, the Administration proposed an 
appropriation of $3 million to be used for debt collection improvement, to be derived from 
increased agency collections of delinquent debt, as authorized by the Debt Collection 
Improvement Act of 1996 which the Administration fully supported. 

These proposals did not receive serious consideration in Congress due, at least in part, to 
congressional scorekeeping under the BEA. CBO says that it scored all of the effects of 
gainsharing when the DCIA was enacted. CBO contends, therefore, that the Administration’s 
proposed appropriations of discretionary budget authority and outlays for debt collection 
improvement would not generate any collections that have not already been scored by them. 
0MB did not score the outyear effects of the DCIA and would treat the estimated additional 
receipts generated by the appropriations for debt collection improvement as offsets to the 
discretionary spending. Furthermore, the proposed appropriation language was written so that 
the debt collection agencies could not spend the additional appropriations unless they generated 
additional collections first. OMB and CBO technical staffhave discussed our differences, and 
there appears to be no way to resolve them administratively. 
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Mr. Horn. Very good. 

Now, Mr. Peterson, according to your statement, over the last 5 
years, the Army-Air Force Exchange Service recovered about $130 
million through recovery auditing and I congratulate you on that. 
What was the total amount that was audited? Was it all of the 
$130 or did you just miss some or how did it work? 

Mr. Peterson. Well, the total amount audited would have been, 
sir, approximately $5.5 or $6 billion times 5, over the 5 years. 

Mr. Horn. Die! you pick any goal when you started the internal 
function, down the line? Did you say, gee, if we get 10 percent out 
of this we will be lucky and paying the bills and so forth? Or how 
did you go about it in terms of a strategic plan that related to how 
you target the— one, reduce the errors; two, get the recovery. 

Mr. Peterson. For the commercial audit recovery, sir, or the in- 
ternal? 

Mr. Horn. Well, I would like to hear about both. I am trying to 
get experiences in the record here. 

Mr. Peterson. Well, I wasn't there in 1983 when we started, 
but, I guess, at that point, we knew that private industry was 
using commercial recovery firms and that we knew that we must 
have some erroneous payments, overpayments. And so we started 
our first contract back then. I don't know that we really had a spe- 
cific goal as far as what we were going to recoup. The percentage 
in that first contract was very high. It was 35 to 40 percent and, 
as we have gone forward, the percentages have gone down with 
each contract that we have administered. And that is due both to 
the competition within the recovery business and also the ease 
with which they can audit records. But I can't give you an answer, 
sir. 

Mr. Horn. Well, in other words, you used the private sector as 
the model in your business, which is sort of like the private sector. 

Mr. Peterson. Yes. Yes, we have applied private business prac- 
tices whenever we can. 

Mr. Horn. Did you get a higher level of return than business? 
How close was it to 

Mr. Peterson. No, we recover probably 95 to 98 percent of the 
claims that are validated. Now perhaps 80 percent of our claims 
that are issued are validated. So out of 100 percent, 80 percent are 
valid. And, of that, we probably collect 95 to 98 percent. 

Mr. Horn. So your cost-ben^it ratio is very high, then, on recov- 
ery. 

Mr. Peterson. Oh, yes. 

Mr. Horn. Well, that is very helpful and I would ask both Mr. 
Peterson and Mr. Allen, of the amounts identified through recovery 
audits, how much was disputed? 

Mr. Peterson. Well, 20 percent of ours was disputed and 20 per- 
cent is what our contracting officer agrees with, when a supplier 
comes back and says, well, this is the deal. 

Mr. Horn. And is that, essentially, how vendor disputes are re- 
solved? By the actual contract officer involved? 

Mr. Peterson. Yes, it is our internal procurement or purchasing 
person who listens to the response and that person decides whether 
or not the claim is valid or not. And if it is valid, then we deduct 
from the next payments. So we get a very high percentage of the 
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money. If the contracting officer feels that the vendor's claim rebut- 
tal is valid, then the commercial recovery firm will abide by our 
wishes. 

Mr. Horn. Mr. Allen, does your system work the same way with 
the role of the contracting officer? 

Mr. Allen. Yes, sir, it does. Our statistics as to how much is ini- 
tially identified as potential overpayment, how much of that poten- 
tial overpayment is sustained as a legitimate claim by the contract- 
ing officer, and then, subsequently, how much of that claim is col- 
lected would differ because we are in the pilot program. I can give 
you those numbers if you would like. 

Mr. Horn. What are some of the most common complaints by 
vendors who are charged with overpayments? 

Mr. Allen. During our initial pilot program, I think the most 
common complaint is the one that Mr. Walden would have raised. 
He said, I am not sure I would want anybody coming into my 
records 4 years after the fact and then changing our business rela- 
tionship, in effect. Having gotten past that, because there is the 
contract language which allows us to do that, we needed to get 
through a number of issues with regard to what is the proper inter- 
pretation of the contract warranty clause as to what discounts 
should have been offered and were not offered. A whole variety of 
different things. 

Because part of our business was, with regard to the grocery 
business, if you will, that is, contracts awarded on behalf of the De- 
fense Commissary Agency. Some of the business practices in the 
grocery business were not typical of government contracting, that 
is, contractors would come into a grocery store, if you would, and 
issue vendor credit memos. The contractor said that amounts to a 
discount offered to you. We needed to go get that documentation 
and verify as to whether or not that was true. So it was the dif- 
ferent areas of dispute arose first from old documents and, second, 
from different business practices within the commodities we au- 
dited. 

And I would think that might hold within virtually any market- 
place. It would vary substantially by marketplace by commodity. 

Mr. Horn. Mr. Allen, the Profit Recovery Group has made rec- 
ommendations to the Defense Supply Center of Philadelphia on 
ways to reduce future overpayments. Do you know to what degree 
these recommendations have been implemented? 

Mr. Allen. Some of them have been implemented, some of them 
have not. The ones where we will find it most difficult to imple- 
ment are the instances where there are changes to the Prompt 
Payment Act. And, as you know, there were hearings by this com- 
mittee earlier on that subject. 

The second area where it would be most difficult would be 
changes to systems. You have to get a certain information tech- 
nology to make those changes, in order to accommodate better rec- 
ordkeeping and then better audit recovery. 

We will seriously consider one of those recommendations because 
one of the prime benefits out of the recovery auditing is the ability 
to make systemic decisions. That is how you get from an initial 
identification of four-tenths of 1 percent overpayments down to one- 
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tenth of 1 percent on the recurring basis. It is by identifying those 
systemic issues. And we are very interested in doing that. 

Mr. Horn. While we have you on systemic issues, let me ask the 
three of you here, and Ms. Lee has certainly got her right to get 
into this, and that is the year 2000 situation. To what degree have 
the more businesslike operations such as Mr. Allen and Mr. Peter- 
son, to what degree are you on and how far along are you on year 
2000 compliance? 

Mr. Peterson. Sir, we are 100 percent. 

Mr. Horn. 100? 

Mr. Peterson. Yes. 

Mr. Horn. Good. And how about you, Mr. Allen? 

Mr. Allen. I would have to provide that answer for the record, 
sir. 

Mr. Horn. Since we are looking now, Ms. Snyder, on the sort of 
quarterly basis, looking at programs, not just departments and 
their systems, and you are part of HHS, you are a big part of it, 
you are the tail that makes the dog move in one direction or the 
other, what is happening on your front with the year 2000? 

Ms. Snyder. The last report that I saw that was provided to the 
Deputy Secretary is that HCFA systems, mission critical systems, 
are 100 

Mr. Horn. All right, these are your self-applied and self-reported 
mission critical. But we are now saying we don't really care about 
the rest of H HS, we care can they deliver on Medicare? 

Ms. Snyder. We believe we are going to be there 100 percent. 
The Medicare contractor systems have gone through their first 
round of certification and passed. They are now in recertification 
and testing. And the HCFA internal systems are in the same place. 
The system that I own as the business owner is the Financial Ac- 
counting System that has gone through its second round of testing 
and passed. We believe we are ready. 

Mr. Horn. Great. And, that will show in your next quarterly re- 
port? Will it? Or was it in this one? 

Ms. Snyder. Sir, I don't know. That is submitted by the Chief 
Information Officer, but I can certainly provide that for the record. 

I know those reports lag behind a little bit. 

[The information referred to follows:] 

We are pleased to submit to you the two most recent HHS Y2K quarterly progress 
resports, dated May 15, 1999, and August 13, 1999. Both make it clear that all of 
HCFA's mission-critical internal systems and external claims processing systems 
were renovated, tested, and certified as compliant by April 1999. 
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DEPARTMENT OF HEALTH & HUMAN SERVICES 


Office of the Secretary 


Washington, D.C 20201 


AUG 13 1999 


The Honorable Stephen Horn 
Chairman 

Subcommittee on Government Management, 

Information and Technology 
Committee on Government and Reform 
United States House of Representatives 
Washington, D.C. 20515-6143 

Dear Mr. Chairman: 

Enclosed is the Department of Health and Human Services’ Year 2000 August Quarterly Report. 
The August monthly progress report is included as part of the Quarterly Report. 

We are pleased to show 282 mission critical systems out of the Department’s 283 systems, or 
99 percent, are compliant. Since the May Quarterly Report, one system, the Payment 
Management System (PMS) was made Year 2000 compliant. 

As of June 30, 1 999, the one remaining system, the Resource and Patient Management System 
(RPMS), has been implemented at all of the sites that are directly operated by the Indian Health 
Services and at all of the urban Indian health programs that use RPMS. All of the remaining 
sites to be implemented are programs operated by individual Indian tribes. For these sites, the 
tribes have chosen to assume the resources and responsibility for these programs under self- 
determination statutes. 

If your staff have any questions on these ipaterials, please have them call Ms. Gay Morris, our 
Year 2000 Program Manager, on (202) 6^-6376. 



and Budget/Chief Information Officer 


Enclosure 
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DEPARTMENT OF HEALTH & HUMAN SERVICES 


AUG 13 1999 


Office of the Secretary 


Washington, D.C 20201 


The Honorable Jim Turner 
Ranking Minority Member 
Subcommittee on Government Management, 
Information and Technology 
Committee on Government and Reform 
United States House of Representatives 
Washington, D.C. 20515-6143 

Dear Mr. Turner: 


Enclosed is the Department of Health and Human Services’ Year 2000 August Quarterly Report. 
The August monthly progress report is included as part of the Quarterly Report. 

We are pleased to show 282 mission critical systems out of the Department’s 283 systems, or 
99 percent, are compliant. Since the May Quarterly Report, one system, the Payment 
Management System (PMS) was made Year 2000 compliant. 

As of June 3 0, 1 999, the one remaining system, the Resource and Patient Management System 
(RPMS), has been implemented at all of the sites that are directly operated by the Indian Health 
Services and at all of the urban Indian health programs that use RPMS. All of the remaining 
sites to be implemented are programs operated by individual Indian tribes. For these sites, the 
tribes have chosen to assume the resources and responsibility for these programs under self- 
determination statutes. 

If your staff have any questions on these materials, please have them call Ms. Gay Morris, our 
Year 2000 Program Manager, on (202) 690-6376. 


Sincerely. 



/ ^John J. ' , 

Assistant Secretary for Management 
^ and Budget/Chief Information Officer 


Enclosure 
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DEPARTMENT OF HEALTH & HUMAN SERVICES 


AUG 1 3 1999 


Office of the Secretary 


Washington, D.C 20201 


The Honorable Robert F. Bennett 
Chairman 

Senate Special Committee on the Year 2000 Technology Problem 
United States Senate 
Washington, D.C. 20510-6-^86 

Dear Mr. Chairman; 

Enclosed is the Department ol' 1 Icalth and Human Services’ Year 2000 August Quarterly Report. 
The August monthly progress report is included as part of the Quarterly Report. 

We are pleased to show 282 mission critical systems out of the Department’s 283 systems, or 
99 percent, are compliant. Since the May Quarterly Report, one system, the Payment 
Management System (PMS) was made Year 2000 compliant. 

As of June 30, 1999, the one remaining system, the Resource and Patient Management System 
(RPM S), has been implemented at ail of the sites that are directly operated by the Indian Health 
Services and at all of the urban Indian health programs that use RPMS. All of the remaining 
sites to be implemented are programs operated by individual Indian tribes. For these sites, the 
tribes have chosen to assume the resouices and responsibility for these programs under self- 
determination statutes. 

If your staff have any questions on these materials, please have them call Ms. Gay Morris, our 
Year 2000 Program Manager, on (202) 690-6376. 

Sincerely, .y 


Enclosure 


Johnlr Callahan 

Assistant Secretary for Management 
and Budget/Chief Information Officer 



DEPARTMENT OF HEALTH & HUMAN SERVICES 


Office of the Secretary 



Wasnington, O.C 20201 


AUG 13 1999 


The Honorable Christopher J. Dodd 
Ranking Minority Member 

Senate Special Committee on the Year 2000 Technology Problem 
United States Senate 
Washington, D.C. 20510-6486 

Dear Senator Dodd: 


Enclosed is the Department of Health and Human Services’ Year 2000 August Quarterly Report, 
The August monthly progress report is included as part of the Quarterly Report. 

We are pleased to show 2S2 mission critical systems out of the Department’s 283 systems, or 
99 percent, are compliant. Since the May Quarterly Report, one system, the Payment 
Management System (PMS) was made Year 2000 complimit. 

As of June 30, 1999, the one remaining system, the Resotirce and Patient Management System 
(RPMS), has been implemented at all of the sites that are directly operated by the Indian Health 
Services and at all of the urban Indian health programs that use RPMS. All of the remaining 
sites to be implemented are programs operated by individual Indian tribes. For these sites, the 
tribes have chosen to assume the resources and responsibility for these programs under self- 
determination statutes. 


If your staff have any questions on these materials, please have them call Ms. Gay Morris, our 
Year 2000 Program Manager, on (202) 690-6376. 


Sincerely, 



Tohn J. OKll&J 
Assistant Secretary for Management 
and Budget/Chief Information Officer 


Enclosure 
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THE DEPUTY SECRETARY OF AND HUMAN SERVICES 

WASHINaTON. P.C. 2020i 


AUG 1 3 1999 


The Honorable Jacob Lew 
Director 

Office of Management and Budget 
Washington, D.C. 20503 

Dear Mr. Lew; 

Enclosed is the Department of Health and Human Services’ August Quarterly Report reganiing 
our progress on the Year 2000 date issue and High Impact Program Report. 

We are pleased to show 282 mission critical systems out of the Department’s 283 systems, or 
99 percent, are compliant. As of June 30, 1999, the one remaining system, the Resource and 
Payment Management System (RPMS), has been implemented at all of the sites that are directly 
operated by the Indian Health Service and at ail of the urban Indian health programs that use 
RPMS. All of the remaining sites to be implemented are programs operated by individual Indian 
tribes. For these sites, the tribes have chosen to assume the resources and responsibility for these 
programs under self-determination. 

The August High Impact Program Report is included in Section IV of the August Quarterly 
Report. We aie pleased to report that the Centers for Disease Control and Prevention 
successfully completed the testing of systems operations between partners. 

Your staff may address any questions or suggestions to either Kerry Weems, HHS’ Acting 
Deploy Assistant Secretary for Information Resources Management/Deputy CIO, at 
(202) 690-6162, or Gay Morris, Year 2000 Program Manager, at (202) 690-6376. 

Sincerely, ^ /J Sincerely, 

Kevin Hiunn JohnJ. Callahan ^ 

Assistant Secretary for 
Management and Budget/ 
Chief Information Officer 


Enclosure 
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Status of Health and Human Services Year 2000 Efforts: 
Quarterly Progress Report 
August 13, 1999 

L Progress on Mission Critical Systems 


{- Indicate whether you have completed woric on all mission critical systems. For a system to be 
deemed compliant, it must have successfully completed renovation, testing and implementation. 
All components of the systems must be folly deployed and operational. 


Exhibit 1 - Overall Progress as of June 30, 1999 

AGENCY 

Total 

Number of 
Mission 
Critical 
Systems 

Number 

Compliant 

Number to be 
Replaced 

Number to be 
Repaired 

Number to be 
Retired 

HHS 

289 

282 


1 

6 

ACF 

45 

44* 


0 

1 

AHCPR 

0 

0 

0 

0 

0 

AOA 

2 

2 

0 

0 

0 

CDC 

65 

63 

0 

0 

2** 

FDA 

34 

34 

0 

0 

0 

HCFA Internal 

25 

25 

0 

0 

0 

HCFA External 

78 

75 

0 

0 


HRSA 

5 

5 

0 

0 

0 

IHS 

5 

4 

0 

1 

0 

NIH 

14 

14 

0 

0 

0 

DIG 

3 

3 

0 

0 

0 

PSC 

8 

8 

0 

0 

0 

SAMHSA 

5 

5 

0 

0 

0 


*Chie of ACF’s systems reported as compliant will be retired. 

In this quarter, CDC retired one system; therefore, the number to be retired and the total number decreased by one. 

**HCFA previously listed 7 systems to be retired. Four of those systems have been retired; therefore, they are not 
included in this table. 
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Total Number of Mission Critical Systems 

The total number of mission critical systems, including those to be retired, is 289 systems. 
Excluding the six systems still to be retired, the Department has a total of 283 mission critical 
systems. 

Increase in Compliant Mission Critical Systems 

As of June 30, 1999, 282, or 99 percent, of HHS’s 283 mission critical systems are compliant. 
Between April 30, 1999 and June 30, 1999, one additional mission critical system was made 
Y2K compliant. Exhibit la, below, lists the total number of compliant mission critical systems. 


Exhibit la - Total Mission Critical Systems as of June 30, 1999 ( 

OPDIV 

Total 

Total 

Percent 


Number 

Mission 

Critical 

Number 

Compliant 

Compliant 

ACF 

44» 

44 

100% 

AHCPR 

0 

- 

~ 

AOA 

2 

2 

100% 

CDC 

63 

63 

100% 

FDA 

34 

34 

100% 

HCFA- 

Intemal 

25 

25 

100% 

HCFA- 

Extemal 

75 

75 

100% 

HRSA 

5 

5 

100% 

IHS 

5 

4 

80% 

NIH 

14 

14 

100% 

OIG 

3 

3 

100% 

OS 

0 

- 

- 

PSC 

8 

8 


SAMHSA 

5 

5 

100% 

TOTAL 

283 

282 

99% 


*One of ACF’s systems reported as compliant will be retired. 
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HCFA Systems 

All of HCFA’s 25 mission critical internal systems have been renovated, end-to-end and future 
date tested, certified compliant, and implemented. Among other things, these internal systems 
manage the eligibility, enrollment, and premium status of approximately 39 million Medicare 
beneficiaries, and make payments to about 400 managed care organizations. 

All of the 75 mission critical external claims processing systems, operated by private insurance 
contractors that process Medicare fee-for-service claims and pay bills, have been fully tested and 
certified as compliant, and are processing and paying claims today. HCFA’s independent 
verification and validation (IV&V) expert, with oversight from the Department’s Office of 
Inspector General (OIG), has verified the readiness of these external claims processing systems. 

2. For those agencies with unfinished mission critical systems, provide a list of all such systems, 
whether to be replaced, repaired, or retired. The list should include; 

1 . TTie name of the system. 

2. A brief description of its function. 

3. The date when the agency expects to make the system compliant. If there has been a 
change since previous reports in the date when the system is expected to be compliant, 
please explain. 

4. A brief description of the implications of the system not being ready and whether there is 
a contingency plan in place. If there is no contingency plan, indicate when one will be 
complete. 

5. The reason the system is not yet compliant. 

The Resource and Patient Management System (RPMS) 

HHS has only one unfinished mission critical system. The Resource and Patient Management 
System (RPMS) is the heart of the medical facilities information resource management activities 
for the Indian Health Service (IHS), Tribal, and Urban health programs. RPMS consists of 
modules that are developed, maintained, and distributed nationally, and installed locally at the 
health care facility. 

The IHS has made considerable progress in the implementation of the Resource and Patient 
Management System (RPMS). The IHS completed all of the sites that are directly operated by 
the IHS, and all of the urban Indian health programs that use RPMS by 

June 30, 1999. All of the remaining sites to be implemented are programs operated by individual 
Indian tribes. IHS is projecting that these sites will be completed by September 1 999. 

At the present time, 25 of 1 66 tribally operated sites remain to achieve 1 00 percent 
implementation in tribally operated programs. For these facilities, the tribes have chosen to 
assume the resources and responsibility for these programs under self-determination statutes. 

The IHS has offered and provided technical assistance to the tribes. As sovereign nations, the 
tribes exercise the right to make all decisions related to their programs, including information 
technology infrastructure and technical assistance. 

IHS health care facilities must have contingency plans as part of the requirement for 
accreditation by the Joint Commission on Accreditation of Healthcare Organizations (JCAHO). 


3 
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Since the Year 2000 problem poses a number of new and unique threats to the continuity of 
information systems, the IHS provided Business Continuity and Contingency Plan (BCCP) 
templates to each area, site, and medical facility. These templates are being customized by the 
areas, sites, and medical facilities for their own specific needs. Contingency plans include the 
identification of potential problems, their impact on mission-critical systems, and policies and 
procedures to minimize any potential disruption in operations. 

II Other Progress 

A. Provide a description of progress to make non-mission critical systems compliant, including 
measures that demonstrate that progress. 

Non-Mission Critical Systems 

HHS has 886 non-mission critical systems. Of these, 881 or 99 percent are compliant. This is an 
increase of 10 systems, or one percent, since the May Quarterly Report. Exhibit 2a, below, lists 
the number of non-mission critical systems by OPDIV and the number compliant. 






OPDIV 

Total Number of 
Non-Mission Critical 
Systems 

Total Number of 
Compliant Non-Mission 
Critical Systems 

Percent Compliant 

ACF 

17 

17 

100% 

AHCPR 

1 

! 

100% 

AOA 

5 

5 

100% ' 

CXJC 

136 

136 

100% 

FDA 

234 

234 

100% 

HCFA-Intemai 

56 

56 

100% 

HCFA-Extemai 

5 

5 

100% 

HRSA 

9 

9 

100% 

IHS 

3 

3 

100% 

HIH 

349 

347 

99% 

DIG 

3 

2 

66% 

OS 

45 

44 

97% 

PSC 

17 

16 

94% 

SAMHSA 

10 

10 

100% 

HHS Total 

890 

SS5 

99% 
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B. Provide a description of progress to make ctoa exchange compliant with all entities external to 
your agency. Include: 

1 . The total number of data exchanges, the number that are compliant on both sides, and the 
number which have been fixed on the Federal side. 

2. When you expect that ail yours data exchanges will be compliant. 

3. A brief description of any difficultly you have encountered in making the exchange 
compliant. 

Data Exchanges 

HHS has a total of 1 46,05 1 external data exchanges. On April 22, 1 998, the Department 
provided a listing of State interfaces to the National Association of State Information Resources 
Executives (NASIRE). This listing was updated monthly by the Department. Currently, all of 
HHS’ external data exchanges, including State interfaces, are compliant. Exliibit 2b, below, 
shows the total external data exchanges by OPDIV. 




'JiS ' 

OPDIV 

Number of 
Systems 

Number of External 
Interfaces 

Number Compliant 

Percentage 

Compliant 

ACF 

5 

270 

270 

100% 

CDC 

25 

381 

381 

100% 

FDA 

1 

I 

1 

100% 

HCFA - Internal 

24 

3,209 

3.209 

100% 

HCFA - External 

71 

142,015 

142,015 

100% 

IHS 

7 

10 

10 

100% 

NIH 

5 

61 

61 

100% 

PSC 

9 

104 

104 

100% 

Total 

147 

146,051 

146,051 

100% 


C, Provide a summary description of progress in assuring that telecommunications systems used by 

your agency compliant, regardless of whether they are owned or managed by you, by GSA, or by 
some other entity. Indicate when you expect that these telecommunications systems will be 
compliant and describe any difficulties you are encountering in keeping to your schedule. 

Telecommimicatioas 

The OPDIVs have inventoried and assessed their telecommunications equipment including hubs, 
servers, routers, bridges, and switches. Exhibit 2c, on the next page, shows the status of the 
equipment by OPDIV. Currently, 4,990 of the 5,509 inventoried pieces of equipment are 
compliant. The remaining equipment is expected to be compliant by October 1, 1999. 
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OPDIV 

Number 

Number Assessed 

Number Compliant 

ACF 

205 

205 

205 

AHCPR 

46 

46 

42 

AOA 

21 

21 

21 

CDC 

162 

162 

162 

FDA 

1956 

1956 

1956 

HCFA 

40 

40 

39 

HRSA 

130 

130 

124 

IHS 

621 

621 

330 

NIH 

2938 

2813 

257! 

OIG 

5 

5 

5 

OS 

143 

143 

107 

PSC 

181 

181 

ISl 

SAMHSA 

109 

109 

109 

TOTAL 

6,557 

6,432 

5,852 


HCFA has been working with GSA on telephone communication with its regional offices. 
Because of concern about the local telecommunications service providers' continuity of service 
during the Year 2000 date change, HCFA has instituted significant risk mitigation activity for 
telecommunications. HCFA is installing backup service. HCFA will have its own dedicated 
backup purchased, installed, tested, and ready to be put into use before January I, 2000. 

GSA has also not been able to provide adequate assurances to IHS on the Y2K readiness of 
equipment used by smaller telephone companies that service IHS health care facilities. IHS is 
contacting local telephone companies directly regarding their Y2K compliance status. IHS is 
also incorporating contingencies for the failure of service from local telephone companies in their 
BCCP process. 

D. Provide a summary description of efforts to assure that buildings and related systems, such as 
heating, air conditioning, and security systems are compliant, regardless of whether they are 
owned or managed by you, by GSA, or by some other entity. Indicate when you expect buildings 
and related systems that your agency uses will be compliant and described any difficulties you are 
encountering in keeping to your schedule. 

Facilities 

Exhibit 2d, below, lists the number of facilities owned, direct leased, GSA delegated, and tribally 
managed for each OPDIV as well as the number that have been assessed and are currently Y2K 
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compliant. Facilities include office buildings, laboratories, hospitals, clinics, central utility 
buildings, support buildings, and housing. 

As shown in the table, HHS has completed the inventory of its 3,729 buildings and has made 
significant progress in accomplishing compliance evaluation and remediation activities. During 
the last quarter, IHS discovered new software problems in several hospital, health center and 
health station building automation systems while conducting IV&V activities. The problems 
have been identified as minor in nature and corrective actions are underway. Currently, 3,655 or 
98 percent of HHS owned and managed facilities have been detennined to be Y2K compliant. 




OPDIV 

Number 

Number Assessed 

Number of Facilities 
Complaint 

CDC 

213 

213 

213 

FDA 

76 

76 

76 

IHS 

3,165 

3,165 

3,091 

NIH 

271 

271 

27! 

OS 

I 

1 

1 

PSC 

3 

3 

3 

Total 

3,729 

3,729 

3,655 


FDA has now completed remediation activities in the two laboratories that were non-compliant 
during the last reporting period. All of their owned and direct-leased facilities are now Y2K 
ready. 

During the last quarter NIH concluded both the assessment and compliance evaluation of its 
faoilities-related equipment in NIH-owned and leased buildings. In the owned buildings, the 
majority of the systems that control and monitor heating, ventilation, and air-conditioning 
(HV AC), fire alarm panels, and other infrastructure support are networked on a campus- wide 
basis. As of the previous reporting period, eight of the ten systems had been certified as 
compliant. Evaluation of the last two systems has now been completed and 
manufacturers/vendors’ letters certifying that all ten automated building systems in NIH-owned 
buildings are Y2K ready have been received. 

IHS deals with a complex set of direct managed. Tribal, and Urban (IT/U) programs and 
facilities. The remaining devices are scheduled to have remediation activities completed by 
October 1, 1999. 

GSA has established a status area on the GSA Y2K web site for HHS-occupied, GSA-owned and 
leased buildings. This is monitored closely by headquarters and OPDIV personnel. 

Additionally, HHS OPDIVS have taken a proactive approach to ensuring that buildings that are 
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not under their direct control (such as GSA-owned and leased properties) are Y2K compliant. To 
date, HHS has confirmations of Y2Ki compliance for more buildings than are shown on GSA’s 
web site. Examples of actions being undertaken by HHS include: 

• NIH has formed a Y2K coordination team that is actively working with GSA and its 
lessors to ensure that the buildings housing its operations are ready for the millennium 
change. Most of these facilities are now compliant. 

The PSC has gone directly to the lessors of the buildings it occupies and asked for and 
been provided letters and verbal confirmations that all of their facilitie.s are Y2K 
compliant. 

CDC engineers have been working directly with the lessors of the buildings it occupies to 
ensure that their facilities are ready and to determine responsibility and staffing 
requirements to ensure Ml functionality on January 1, 2000. CDC has confirmed that all 
of the buildings it occupies which are owned or leased by GSA are Y2K compliant. 

It is anticipated that all buildings not under HHS control will be Y2K compliant by 
November 1, 1999, or will have staffing and contingency plans in place to handle any facilities 
system failures. 

HHS continues to be represented on the Building Systems Working Group of the Year 2000 
Subcommittee of the CIO Council. 

E. Provide a summary description of progress to assure that other systems or equipment, including 
biomedical equipment and laboratory devices and any other products or devices using embedded 
chips that your agency uses are compliant. Describe any difficulties you are encountering to 
ensuring that such equipment is compliant 

Embedded Systems 

Exhibit 2e, below, lists the number of embedded systems that the OPDIVs have identified, the 
number assessed and the number compliant. As shown in Exhibit 2e, HHS has inventoried 
26,318 and assessed 26,3 1 8 systems. Currently, 26,186 or 99 percent of the total number of 
embedded systems are compliant. The remaining systems are expected to be made compliant by 
the end of September 1999. 
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OPDIV 

Number 

Number Assessed 

Number Compliant 

ACF* 

1 


! 

CDC 

1,009 

1.009 

96! 

FDA 

i,666 

1,666 

1,624 

HCFA* 

2 

2 

2 

IHS 

22,7 il 

22,711 

22,689 

NIH 

929 

929 

909 

Totai 

26318 

26318 

26,186 


Exhibit 2e Footnotes 

•Ttie embedded systems are building security systems. 

Biomedical Equipment Clearinghouse 

HHS chairs the CIO Council’s Biomedical Equipment Subcommittee. FDA sent letters to 
manufacturers of biomedical equipment to request information on the Y2K compliance of their 
products. This information is posted on the Biomedical Equipment Clearinghouse Web Site 
thttD://www.fda.2ov/cdrh/vr2000/vear2000.htmli established and maintained by FDA. 

For the 4,200 biomedical equipment manufacturers who have submitted information to the 
clearinghouse, the following breakout is provided: 

• 2,554 have stated that their products are not impacted by dates. 

• 890 manufacturers have reported that all their products are compliant; in addition, 
specific information has been provided on 6,489 pieces of compliant products. 

• 326 manufacturers have reported 9 non-compliant products. 

• 430 manufacturers have submitted internet addresses where their product information is 
available; of these, 349 have indicated a problem with one or more product. 

/ 

In conjunction with its operation of the Y2K Biomedical Clearinghouse, FDA has identified 
devices it considers “potentially high risk devices,” or PHRDs. Using this list, FDA is 
formulating an approach for monitoring all manufacturers of these devices by initiating, with 
contractor assistance, a random sample audit of the manufacturers of PHRDs. The overall 
objective of this study is to assure that the manufacturer has systematicaliy; 

• identified all devices subject to a possible date related Y2K problem; 

• applied risk analyses to determine the appropriate remediation action to be undertaken; 

• validated an new hardware or software developed to fix the identified Y2K problem; and 

• properly communicated information on the Y2K remediation to affected customers. 
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The outcome of this audit wili be a report on the results. Depending on the nature of the report, 
FDA will then take appropriate steps to ensure the public is informed and not at risk. Below is a 
summary of key events and time line for the effort: 

• . Audits of PHRDs : 

• Awarded contract on 7/ 1/99 for a total of SO audits; 

• Obtained OMB approved information collection on 7/30/1999; and 

• Conducted auditor training in mid-July. 

• Process for audits of PHRDs: 

Select random sample to audit; 

• Examine manufacturer’s processes to assess y2K status of products and to 
develop upgrades; 

• Develop contingency plans if non-compliance found or manufacturers refuse to 
participate; and 

• Complete assessments by September 2 ! “ and release report in early October. 

F, Please include any additional information that demonstrates your agency’s progress. 

FDA Outreach 

The FDA has also sent surveys to the consumable medical supply manufacturers, biologies 
manufacturers, and pharmaceutical manufacturers. These surveys cover approximately 12,000 
manufacturers. 

Of particular importance is the readiness of the 170 critical drug manufacturers (i.e., those that 
make sole source, orphan, or the top 200 most prescribed drugs). All critical drug firms will be 
assessed. 

In all categories, the FDA is concerned about those manufacturers who have October or later as 
compliance completion dates. As a result, the Agency is reviewing what actions it can take 
(regulatoiy or non-regulatory) to facilitate the manufacturer’s escalation of their Y2K efforts, 
ensure contingency plans are in place, or, if necessary, recall the product. 

The FDA has contacted manufacturers of infant formula and medical foods, which began to 
submit a summary of their Y2K self assessments and contingency plans to the FDA by mid-July. 
The FDA has also sent a reminder to the 4,000 domestic seafood firms to take Y2K remediation 
actions. 

HCFA Outreach 

HCFA chairs the Health Care Sector Working Group composed of federal and private industry 
members and is working with our health care partners (e.g., the American Hospital Association, 
the American Ambulance Association, the American Health Care Association, the National 
Association of Rural Health Clinics) to ensure that all health care organizations are Y2K ready. 
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These associations are contacting their members (e.g., hospitals, clinics, and other health-related 
organizations) to determine their Y2K readiness. 

HCFA is leaching out to health care plans and providers through 60 scheduled events - 23 one 
day conferences and 37 learning sessions, all of which will have been completed in early 
September. In general, these sessions discuss Medicare and Medicaid Y2K readiness, the status 
of the biomedical equipment and pharmaceutical industry, and financial and service assistance to 
organizations to prepare for the Year 2000 date change. In addition, HCFA is funding nine rural 
Y2K conferences that are being conducted by other organizations such as the Rural Health 
Clinics Association and the California Nurses Association. HCFA has established a Y2K 
telephone site (1-800-958-HCFA) to answer questions for plans and providers who may also 
access Y2K information at httD://www.hcfa.gov/v2k . 

in Federally supported. State-run Programs . 

I . Describe efforts to ensure that Federally supported. State-run programs (including those progncms 
run by territories and the District of Columbia) will be able to provide services and benefits. In 
particular, Federal agencies should be sensitive to programs that will have a direct and immediate 
affect on individuals’ health, safety, or well-being. Include a description of efforts to assess the 
impact of the y&ar 2000 problem and to assure that the program will operate. In addition, the 
Department of Health and Human Services, the Department of Labor, and the U.S. Department of 
Agriculnire must provide the following information for those programs listed in Attachment D. 

ACF Federally-supported, State-run Programs 

ACF developed a partnership plan for assessment of the States’ Y2K efforts in key federally- 
siqjported. State-run programs. These programs are Temporary Assistance to Needy Families 
(TANF), Child Care (CC), Child Support Enforcement (CSE), Child Welfare (CW), and the Low 
Income Home Energy Assistance (LIHEAP). The goal is to keep State partners focused and on 
track with Y2K efforts and contingency planning to assure the public will have no disruption of 
services beginning January 1 , 2000. ACF will inform, support, and provide assistance to State 
and local partners. The plan consists of three different kinds of tasks to prevent disruption in 
benefits and services. These are identified below: 

• Leadership and Guidance - ACF will establish the roles and responsibilities including a 

commitment of resources, and accountability in collaborations -with contractors and 
internal partners; .T 

• Outreach and Information Sharing - ACF will ensure effective commitment and 
collaboration with external partners; and 

• Technical Assistance and assessments - ACF will plan and implement tlie assessments; 
facilitate on-going planning and action by its external partners; conduct foilow-up 
activities to address program problems identified through assessments and other channels. 

ACF began its on-site assessment visits on May 24, 1999, and expects to complete the first round 
of assessments for all States and territories by mid-September. The assessment reports will be 
sent to the Directors of die Programs, State CIOs, State Y2K coordinators, and Governors. 
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HCFA Federally-supported, State-run Programs' 

The Medicaid Program is administered directly by the States with oversight from HCFA. 
Although States are responsible for assuring Y2K readiness of their computer systems, HCFA 
provides technical assistance to State Medicaid agencies, including protocols for Y2K 
compliance and testing, contingency planning strategies, and information on best practices. 
HCFA has also taken the extra step of hiring expert consultants who, through site visits, are 
assessing States’ progress against their own goals and standards in becoming Y2K compliant, as 
well as providing detailed feedback and additional technical support. These contractors are also 
assessing the adequacy of each State’s contingency plans. 

The first round of State site visits have been completed. HCFA and its independent contractors 
visited all 50 States and the District of Columbia as part of the first round of assessments of State 
Medicaid. 

The purpose of the initial visits was to: 

• establish an objective assessment of the status of each State’s Y2K remediation efforts; 
and 

• provide technical assistance in such areas as risk mitigation, contingency planning, 
configuration management, and business continuity. 


To compare and contrast the relative level of risk of Y2K failure for each Medicaid system in 
each State, HCFA is using a risk rating based on the evaluation of 42 individual factors that 
measure the processes, products, and progress of a State’s Medicaid Y2K efforts. These include 
various independent factors that measure project management considerations, among others, that 
are correlated with the five critical phases identified by the General Accounting Office: 
Awareness, Assessment, Renovation, Validation, and Implementation. 

Scores on individual factors are weighted using a special protocol. An accumulated score is 
reached by adding the individual factors with the verification and validation experience of the 
on-site assessors. Each State’s Medicaid Management Information System (MMIS), State 
Children’s Health Insurance Program (SCHIP) system, and eligibility system (ES) fall into one 
of the three risk categories (High, Medium, and Low) based on the accumulated score. 

Depending on the State’s status, second and even third round visits may be conducted. 

• High Risk Systems tend to share many of the same characteristics, such as usually poor 
project management, poor planning, and inadequate testing. There often is a lack of 
progress relative to the State’s own schedule, and often no independent validation and 
verification of the State’s status. Other common factors among high risk systems 
include; a lack of an objective certification process, poor quality assurance measures, and 
a poor or nonexistent contingency plan to assure system remediation or business 
continuity in case of failure. The mix of these factors vary from State to State. 
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• Medium Risk Systems tend to exhibit some smaller set of the same characteristics of high 
risk systems, but are often characterized by better management practices. As a result, 
there is a better chance that risks will be mitigated in the coming months. For this reason, 
medium risk sites warrant a follow-up visit to verify the anticipated improvement. 

• Low Risk Systems usually combine a solid management approach, adequate resources, 
solid renovation and testing, all with adequate control and independent validation and 
verification. However, even these systems are not “no risk” since the delivery of 
Medicaid services are highly decentralized and depend heavily upon the smooth 
operation of many people and services beyond the States direct authority control. 

Second round site visits, devoted to the Y2K efforts of medium- and high-risk States, are 
currently underway. ITiese visits began in early May and are expected to be completed by mid- 
September 1 999. They focus on the status of States’ validation and implementation phases, end- 
to-end testing, risk mitigation, business continuity and contingency planning, Day One planning, 
and outreach activities to beneficiaries and providers. Thus far, in the second round of visits. 
States have shown substantia! progress in their Y2K readiness. 

The information gathered during these visits, and the conclusions reached, are discussed with 
State officials in a debriefing session. Results of each site visit are sent to the State Medicaid 
Director. A letter from the Secretary is sent to the Governor (and the Mayor of the District of 
Columbia) with the assessment reports. These results document HCFA’s key findings and 
recommendations and request the Governor’s leadership in assuring that federal and State 
systems will work effectively into the Year 2000. The States are also provided with 
recommendations and other types of technical assistance to strengthen their Y2K remediation 
efforts. 


• The date when each State's systems supporting the program will be Y2K compliant. Compliant here 
indicates the date the State has determined when its systems will be able to provide services, whether 
directly or indirectly, to beneficiaries. 

On the next page, the State/Program Compliance Report shows the compliant or projected 
compliant date expected for the federally-supported. State-run programs for each State. 
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state/program compliance report 

Not Reported - N/R 
Projected Compliant • * 

•*LIHEAP Information was taken from the FederaJly Supported State Run Programs charts dated 7/12/99. 

C - Y2K. Compliant 
NI - No information was reported. 


State 

Child Welfare 

Child Care 

Child Support 

TANF 

LIHEAP 

♦♦ 

lES 

MMIS 

AL 

7/99 

im 

12/99* 

9/99* 

7/99 

7/99 

10/99 

AK 

N/R 

N/R 

N/R 

N/R 

N/I 

5/99 

7/99 

' AZ 

2/98 

8/98 

12/98 

9/98 

C 

6/99 

6/99 

AR 

2/99* 

10/98 

2/99* 

2/99* 

IIIIIIQI 

7/99 

5/99 

CA 

12/98 

No Sysiem 

1 1/99* 


■m 

12/98 

6/9S 

CO 

6/99* 

6/99* 

6/99* 


N/I 

6/99 

6/99 


6/99* 

4/99 

3/99 

6/99* 

N/I 

IIQIII 

6/99 



12/98 

12/95 




5/99 


N/R 

N/R 

N/R 

mil 


5/99 

10/99 

FL 

8/98 

7/99* 

11/98 

8/98 

H3' 

12/98 

6/99 

GA 

N/R 

N/R 

6/99 

10/99’ 


10/99 

9/99 

Hi 

4/99* 

6/99* 

5/99* 

11/98 

N/I 

11/98 

12/98 

ID 

12/98 

11/99* 

3/99* 

10/98 

N/1 

9/98 

12/97 

IL 

7/99 

3/99* 

12/99* 

9/99* 

N/I 

6/99 

8/99 

IN 

4/96 

6/99* 

7/99* 

10/99 

7/99 

4/99 

6/99 

lA 


3/99* 

N/R 

4/99* 

N/1 

6/99 

6/99 

KS 

9/98 

1/99 

5/99* 

5/99* 

C 

6/99 

11/98 

KY 

\2!9% 

4/99* 

a' 6/99* 

6/99* 

C 

3/99 

4/99 

LA 

7/98 

7/99* 

9/98 

9/98 

N/I 

7/99 

11/99 

ME 

4/98 


3/99 

3/99 

7/99 

5/99 

5/99 

MD 

6/98 

5/98 

6/98 

8/99* 

Nn 

9/98 


MA 

4/99* 

9/99* 

1/99 

6/99* 

N/I 

3/99 

9/99 


4/99* 

5/99* 

1/99 

5/99* 

C 

9/99 

3/99 

B|9| 

4/99* 

No System 

N/R 

7/99 

N/I 

5/99 

12/98 

MS 

6/99* 

N/R 

6/99* 

6/99* 

N/I 

7/99 

3/99 

MO 

4/99 

2/99 

10/98 

5/99 

N/I 

7/99 

7/98 
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STATErt»ROGRAM COMPLIANCE REPORT 

Not Reported - N/R 
Projected Compliant - * 

•‘LIHEAP Information was taken from the Fcderallv Supported State Run Programs charts dated 7/12/99. 

C - Y2K, Compliant 
NI - No infonnation was reported. 


State 

Child Welfare 

Child Care 

Child Support 

TANF 

LIHEAP 

lES 

MMIS 

MT 

6/99* 

6/99* 

4/99* 

7/99 

C 

7/99 

7/97 

NE 

7/99* 

7/99* 

6/99* 

7/99* 

N/I 

12/97 

7/99 

NV 

7/99* 

6/99* 

9/99* 

9 / 99 * 

N/I 

7/99 

7/99 

NH 

5/99* 

5/99* 

10/99* 

12/98 

N/I 

10/99 

8/99 

NJ 

7/99* 

9199 * 

6/99* 

6/99* 

C 

7/99 

8/99 

NM 

N/R 

N/R 

10/99* 

10/99* 

N/I 

3/97 

9/99 

NY 

1/99 

n/98 

12/98 

12/98 

N/I 


12/98 

NC 

1/99 

5/96 

12/97 

9/99* 

6/99 


8/99 

ND 

7/99* 

1/98 

5/97 

12/97 

N/I 

7/98 

■B 


6/98 

6/98 

9/99* 

5/99 

N/I 

4/99 

10/99 

OK 

10/99* 

10/99* 

1 1/99* 

10/99* 

N/I 

Hll 


OR 

6/99* 

3/99* 

6/99* 

4/99* 

N/I 

8/99 

8/99 

PA 

12/98 


7/99 



12/98 

12/98 

RI 

1 1/99* 

7/99* 

3/99* 

7/99* 

N/I 

11/99 

9/99 

SC 

6/99* 

10/98 

6/99* 

5/99* 

7/99 

6/99 

9/99 

SD 

7/99* 

3/99* 

3/99* 

3/99* 

C 

3/99 

5/99 

TN 

7/99* 

11/99* 

8/99* 

11/98 


1/99 

9/99 

TX 

N/R 

9/98 

9/99* 

8/99* 


8/99 

7/99 

UT 

10/99* 


10/99* 

7/98 

C 

11/98 

12«8 

VT 

1/99 

10/98 

6/99* 

6/99* 

6/99 

6/99 

6/99 

VA 

3/99 

No System 

5/99* 

3/99 

9/99 

6/99 

9/99 

WA 

9/98 

3/98 

11/98 

3/99 

C 

4/99 

4/99 

WV 

N/R 

N/R 

N/R 

N/R 

N/I 

11/98 

6/99 

WI 

6/98 

3/99* 

3/99* 


N/I 

12/98 

7/99 

WY 

12/98 

12/98 

12/98 

12/98 

N/I 

12/98 

4/99 
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* A list of States, if any, for which the Y2K problem is likely to cause significant difficulties In the 
State’s operation of the program. Also provide a list of States which are not likely to encounter 
significant difficulties. 

HCFA Risk Assessments of Federally-supported, State-run Programs 

During the assessments, accumulated scores were calculated on 42 individual factors resulting in 
a risk category rating. Just because a State’s risk category rating is high does not necessarily 
mean that the State will have significant difficulties in the State’s operation of the program. 

After the first Round of assessments and seven Round 2 visits, only two States are at High Risk 
for both the Medicaid Management Information System (MMIS) and the Eligibility System (ES). 
These two States are North Dakota and South Carolina. Below is a listing of States by risk 
categories. 

States at High Risk in one category; AL. DE, MA, NH, OH, OK, TN, VT 

• States at Medium Risk in both categories: DC, GA, KY, MO, NM, OR, NV, RI, WV, 

WY 

• States at Low Risk in both categories: CA, FL, lA, ID, KS, MD, ME, MI, MS, NE, PA, 
SD,UT, WA, WI 

On the next page, the Risk Status chart shows the status of each State as assessed by HCFA. 
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Risk Status of Federallv-Fonded State Health Care Programs 

Data reflect site visits from November 1998 through May 1999, and do not tiecessariiv reflect the current 
status of state system readiness . State readiness information is subject to frequent changes. 


STATE 

VISIT DATE' 

MMIS/SCHIP^ 

RISK SCORE " 

RATING'' 

FITGIBILITY 

RISK SCORED 
RATING" 

fBCcrV 

✓=ReGeived/ 

Under develonment 

Alabama 

May 1999 

2000 - High 

1500 - Medium 

✓ 

Alaska 

March 1999 

1400 - Medium 

1300 - Low 

✓ 

Arizona 

March 1999 

1800 - Medium 

1 100 - Low 

✓ 

Arkansas 

March 1999 

lOCK)- Low 

1600 - Medium 

✓ 

California 

February 1999 

1100 -Low 

900 - Low 

✓ 

Colorado 

March 1999 

1400 - Medium 

1000 - Low 

✓ 

Connecticut 

March 1999 

1000 -Low 

1700 - Medium 

✓ 

Delaware 

March 1999 

1200 - Low 

2300 - High 

✓ 

District of Columbia 

May 1999 

1600 - Medium 

1800 - Medium 

✓ 

Florida 

March 1999 

1100 -Low’ 

800 - Low 

✓ 

Georgia 

May 1999 

1 400 - Medium 

1800 -Medium 

✓ 

Hawaii 

April 1999 

1200 - Low 

1500 -Medium 

✓ 

Idaho 

March 1999 

1300 - Low 

1200 - Low 

✓ 

Illinois 

April 1999 

1000 - Low 

1 500 - Medium 

✓ 

Indiana 

April 1999 

1500 - Medium 

1 000 - Low 

✓ 

Iowa 

December 1998 

Pilot * - Low 

Pilot ^ - Low 

✓ 

Kansas 

March 1999 

900 - Low 

1200 - Low 

✓ 

Kentucky 

April 1999 

1700 - Medium 

1500 - Medium 

✓ 

Louisiana 

Mav 1999 

1 100 -Low 

1300 - Medium 

✓ 

Maine 

May 1999 

1 100 * Low 

1100-Low 

✓ 

Maryland 

May 1999 

1200 - Low 

Pilot Low 

✓ 

Massachusetts 

May 1999 

2200 - High 

1000 -Low 

✓ 

Michigan 

March 1999 

1000 - Low 

1000 - Low 

✓ 

Minnesota 

April 1999 

1000 - Low 

1500 -Medium 

✓ 

Mississippi 

March 1999 

800 - Low 

800 - Low 

✓ 

Missouri 

March 1999 

1400 • Medium 

1 800 - Medium 

✓ 

Montana 

March 1999 

800 • Low 

1500 • Medium 

✓ 

Nebraska 

April 1999 

1300 - Low 

1300 - Low 

✓ 

Nevada 

April 1999 

1600 - Medium 

1600 • Medium 

✓ 

New Hampshire 

March 1999 

lIOO-Uw 

2400 • High 

✓ 

New Jersey 

December 1998 

Pilot * - Low 

Pilot * - Meditan 

✓ 

New Mexico 

February 1999* 

1400 - Medium 

1900 -Medium 

✓ 

New York 

January 1999 

1700 - Medium 

1300 -Low 

✓ 

North Carolina 

December 1998 

Pilot * - Low 

Pilot * - Medium 

✓ 

North Dakota 

March 1999 

2100 - High 

2100 -High 

✓ 

Ohio 

March 1999 

2100 - High 

1 000 - Low 

✓ 

Oklahoma 

March 1999 

2200 - High 

1600 - Medium 

✓ 

Oregon 

March 1999 

1700 - Medium 

1 700 - Medium 

✓ 

Pennsylvania 

November 1998 

Pilot ^ - Low 

Pilot * - Low 

✓ 

Rhode Island 

April 1999 

1400 - Medium 

1700- Medium 

✓ 

South Carolina 

February 1.999 

2300 - High 

3500 -High 

✓ 

South Dakota 

April 1999 

1 100 - Low 

1300 - Low 

✓ 

Tennessee 

April 1999 

2000 - High 

1200 - Low 

✓ 

Texas 

January 1 999 

800 - Low 

1400 - Medium 

✓ 

Utah 

March 1999 

1200 - Low 

800 - Low 

✓ 

Vermont 

April 1999 

900 - Low 

2300 - High 

✓ 

Virginia 

December 1998 

Pilot ^ - Medium 

Pilot * - Low 

✓ 

Washington 

February 1999 

900 - Low 

800 - Low 

✓ 

West Virginia 

March 1999 

1600 - Medium 

1300 - Medium 

✓ 

Wisconsin 

February 1999 

1300 -Low 

1100 -Low 

✓ 
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Risk Status of Federally-Funded State Health Care Programs 

Data reflect site visits from November 1998 through May 1999, and do not necessarily reflect the 
current status of state system readiness . State readiness information is subject to frequent 
changes. 

NOTES. : 

‘ Visit Date: Forty-four (44) states depicted on this chart with visit dates between the November 1998 - 
April 1999 time frames have received one visit. Seven (7) states that have received a second visit are 
depicted on the chart with a May 1999 time frame. Second round visits are currently underway and will 
be completed during mid September 1 999. The assessment results of second visits to states will be 
reflected in subsequent releases of this chart. 

^ MMIS = Medicaid Management Information Systems. SCHIP = State Children’s Health Insurance 
Programs. 

^ Risk Score Ranges (scores for states have been rounded to the nearest hundred); 

High = above 1999 points 
Medium - 1400 - 1999 points 
Low = below 1400 points 

“ Risk Score Rating: Refer to HCFA Fact Sheet entitled “Y2K Readiness of Medicaid & the States’ 
Children’s Health Programs” under ilic heading Medicaid Risk Exposure Determination . 

^ BCCP == Business Continuity Contingency Plans. 

^ Pilot: These states were the first to be visited during November and December 1998, and the data 
gathered was used to calibrate the risk/weighting criteria for subsequent visits. 

’’ Florida’s SCHIP system is rated at Medium risk. 

® The initial risk status for New Mexico's MMIS system, as reported to the state, was High. Subsequen 
analysis determined the risk to be Medium. 
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ACF Y2K Readiness Assessments of Federally-supported, State-run Programs 

ACF has visited 43 States. Some of the initial reports have been sent to the Program Directors 
for their review and comment. They have ten days to respond to the report. Then a letter 
forwarding the report is sent to the Governor, State CIO, and State Y2K coordinator. As reports 
are being finalized, the first letters to the Governors, State CIOs, and State Y2K coordinators will 
be sent in mid- to late-August. Thus far, ACF has not discovered any significant problems in the 
States visited. However, ACF will review business continuity and contingency plans and offer 
technical assistance to States, if needed. 


• For those State likely to have significant difficulties, a brief description of any action that the 
Department is taking to assure that the program will operate. 

HCFA Response to High Risk Status States 

A third round of visits will be conducted in high- and medium-risk States after completion of the 
second round. In these cases, particular attention will be paid to the States’ contingency plans 
and risk mitigation efforts. 

Other activities will be conducted with States not scheduled for second and third round visits. 
For example, follow-up calls will be made to gauge and monitor progress in specific areas of 
interest and verify that a State’s risk status is not changing. Should there be a change in status, 
on-site visits will be scheduled. 

HCFA has requested business continuity and contingency plans from all States, territories and 
the District of Columbia. HCFA and its contingency planning contractor are providing technical 
support on the development and evaluation of State contingency plans. 

• For each program, provide an estimate by fiscal year of the Federal share of State costs associated with 
efforts to achieve Y2K compliance (report totals in millions and tenths): 

The Department asked ACF and HCFA to work with the Federally-supported, State-run 
programs to develop an estimate of the Federal share of State Y2K compliance costs for the 
information systems that support the program. Estimates were limited to costs for information 
systems only and are: 

• directly attributable to Y2K conversion; 

• reflective of known, not speculative costs; and 

• limited to costs that have been/will be necessary in order to develop or implement plans 
to ensure that systems are made compliant. 

The cost tables for Child Care (CC), Child Support Enforcement (CSE), Child Welfare (CW), 
Low Income Home Energy Assistance (LIHEAP), Temporary Assistance to Needy Families 
(TANF), and Medicaid Management Information Systems (MMIS) are included in Appendix A 
to this report. 
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IV High Impact Plans . For each of the 43 high impact programs for which your agency is 

the lead provide; 

1 . Key partners in the provision of services, including ail those necessary to ensure that program services 
reach the public. 

2. A brief description of the process of testing with key partners, which may include internal testing, data 
exchanges, and end-to-end testing, and provide a date when this testing process was or will be 
complete. 

3 . A date or dates to inform the public of program readiness end-to-end. Include dates even if they have 
passed. Indicate if dates have changed and explain why. 

High Impact Program Reports 

Exhibit 3, below, shows the OPDIVs and the high impact program administered by the OPDIVs 
and their partners. The monthly high impact program reports are included in 
Appendix B. These reports show the milestone schedule for testing systems operations between 
partners and target dates for announcements of the completed processes. Completion of the last 
test of systems operations between partners is expected at the end of October. 



OPDIV 

High Impact Program 

Partners 

ACF 

CC, CW, CSE, LIHEAP, and 
TANF 

State and territorial agencies 
that administer the five high 
impact programs 

CDC 

Disease Monitoring and the 
ability to issue warnings 

State and territorial Public 
Health Laboratories; USDA; 
FDA; State Health 
Departments; U.S. Treasury; 
vaccine manufacturers; 
healthcare providers; 

Tuskegee beneficiaries 

HRSA 

Organ Transplantation 

United Network for Organ 
Sharing (UNOS) 

IHS 

/ 

Indian Health Services 

American Indian Tribes; 

Alaska Indian Health 

Programs; Urban Indian 

Health Programs; and Tribal 
Organizations 

HCFA 

Medicare 

Medicaid 

Medicare Contractors 

States 


CDC has successfully completed its end-to-end testing. In identifying its six systems for end-to- 
end testing, CDC carefully reviewed the inventory of information systems in the context of 
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i) systems with external data exchanges, 2) disease surveillance systems that are lime-sensitive, 
and 3) other systems that support major financial payments and/or other critical resources. 

ACF participated in the first scheduled end-to-end test of the Payment Management System on 
August 5, 1999. Data for grants in all five high-impact programs were produced and submitted 
to PSC. In the test, PSC submitted authorization for payment to the Federal Reserve Bank. 
Grantees drew down these test funds and completed the end-to-end test of the grants payment 
process. The August 5, 1999, end-to-end test simulated operations on January 3, 2000. A test 
scheduled for August 12, 1999, will simulate operations on February 29, 2000. Test results will 
be available in late August 1999. 

V. Change Management and Verification Efforts 


I. Describe how and to what extent internal performance reports, (i.e., compliance of systems repaired 
and replaced) are independently verified. Provide a brief description of activities to assure independent 
verification that systems are fixed and to assure that information reported is accurate. Also identify 
who is providing verification services (for example. Inspectors General or contractors). 

All OPDIVs will use outside contractors for their Independent Verification and Validation 
(IV&V). The contractors that the OPDIVs are working with are listed below. 


ACF - AverStar, Inc., SRA, Inc., 
and Lockheed-Martin 
CDC - TRW 
FDA - TRW 

HCFA - AverStar, Inc., and 
SETA 


HRSA - Computer Associates and Eagle 
Technologies 
IHS - Mitretek 
NIH - OAO 

PSC - Mitretek and TRW (formerly BDM) 
SAMHSA - InfoPro 


OPDIVs are required to submit their IV&V reports to ASMB for review. 

In addition to IV&V contractors, the Office of the Inspector General (OIG) is conducting an on- 
going audit on the Y2K date conversion project. Along with the IV&V contractors, they conduct 
on-site visits to Medicare external contractors and review each of the OPDIVs Y2K efforts. 

2 . Described your agency’s change management process to assure that the effect on year 2000 readiness is 

conducted prior to establishing new requirements or changes to IT systems. ^ 

/ 

See Section V.3 below under “Moratorium Plans” and Section VI, “Regulatory Review.” 

3, Described any ongoing testing your agency is undertaking to ensure readiness of systems, such as 
integration testing, end-to-end testing, and retesting of key systems to further ensure readiness. 

End-to-£nd Testing 

The PSC is currently performing end-to-end testing on the Grants Payment Process of the legacy 
Payment Management System (PMS). The grants payment process for high-impact programs 
will be included in the test. The purpose of this testing is to verify that the grant award data 
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received from the partners will not be affected by any potential Y2K related problems when 
processed through PMS- The end-to-end testing will involve PSC, OPDIVs that award grants, 
grantees, the Federal Reserve Bank and representative banks across the country' that have agreed 
to participate. 

The end-to-end testing with PSC’s Human Resource Service aitd the Treasury was successful for 
both the Civilian and Commissioned Corp Payroll and Personnel Systems. To accommodate 
availability of OPDIV personnel, end-to-end testing with the OPDIVs is scheduled to be 
completed by mid-October. 

HCFA is giving health care providers the opportunity to test with the claims processing 
contractors’ systems to determine whether provider claims, inciiiding future-dated claims, can be 
successfully submitted to, and accepted and processed by, the contractors. Through its outreach 
efforts, HCFA is urging providers to take advantage of this testing opportunity. 

Re-certification Policies 

All of the OPDIVs have e,stablished policies to require re-certification of any mission critical 
system for Y2K compliance if any change is made to a system after Y2K certification. Most of 
the OPDIVs will have an Independent Verification and Validation to re-certify the system. 

HCFA’s re-certification policy extends further than a change management policy. Because of 
the complexity of the Medicare program and the small system changes required by law that 
needed to be made after March 31,1 999, HCFA is retesting its internal and external mission 
critical systems and will be re-certifying as to their readiness. HCFA is requiring all Medicare 
contractors and shared system maintainers to formally re-certify their Year 2000 compliance 
between June 28, 1999, and November 1 , 1999. The objective of re-certification policy is to 
ensure that all Medicare systems will operate successfully in all future years without exception. 

Moratorium Plans 

All of the OPDIVs have also instituted moratorium plans. The effective dates are listed in 
Exhibit 4 on the next page. The moratorium halts any changes to systems during these dates to 
ensure the systems’ certified Y21C compliant status. In some cases, exceptions may be allowed 
during the moratorium through a strict approval process established by the OPDIV for the 
issuance of a waiver. For example, an exception may be granted to make a change to a system 
mandated by legislation. 
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' 1— ■■ -1 vhibit AgiMpIratd^.Mi I'l iii 

OPDIV 

EFFECTIVE DATE 

ACF 

10/1/99- 1/30/2000 

AHCPR 

8/1/99 - 3/1/2000 

AoA 

11/10/99- 1/31/2000 

CDC 

9/1/99 - 1/15/2000 

FDA 

10/1/99- 1/31/2000 

HCFA 

10/1/99-3/31/2000 

HRSA 

10/1/99 - 2/29/2000 

IHS 

10/1/99-3/31/2000 

NIH 

10/1/99 - 1/30/2000 

OIG 

10/1/99 - 1/3/2000 

OS 

10/1/99- 1/30/2000 

PSC 

10/15/99 - 1/30/2000 

SAMSHA 

9/30/99 - 1/30/2000 


VI Regulatory Review. 

Describe your agency’s process for reviewing regulations to consider the effect of the regulation on the 
Year 2000 readiness or regulated entities and to consider alternatives to minimize that effects. 

ACF 

ACF conducted a thorough review of program requirements that might have an impact on State 
and grantee partners’ ability to achieve Y2K compliance. The review showed that; 

• For most ACF programs, January is not a key time frame, since grants processing and 
crucial reporting occur at other times' of the year. 

• For several ACF programs, grantees are not highly automated. 

• For many program requirements that might be considered to fall within the Y2K time 
frame, all or most States’ and grantees’ systems are Y2K compliant. 

• Some requirements are outside the control of ACF (e.g., Child Support Enforcement has 
some IRS mandates). 

• Some requirements already include Y2K provisions to relieve States in the case of dire 
Y2K issues (e.g., TANF). 

ACF is revisiting these concerns throughout the surruner as more specific information on State 
and local Y2K compliance status is gathered through on-site assessments. If required, ACF will 
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consider relieving States of program requirements should they prove to be an unexpected Y2K 
burden. In addition, any new regulations or other program requirements that must be imposed 
during the Y2K timeframe will take Y2K issues into account. ACF will follow guidance issued 
in OMB’s memo dated May 14, 1 999, to mitigate any negative effects on customers and partners. 

FDA 

FDA recently conducted a regulatory review. The focus was on Good Manufacturing Practices 
since these are the regulations that most directly impact the manufacturer. It was found that no 
new GMP regulations are pending during the period of Y2K vulnerability. The Office of Policy, 
which has a central role in FDA’s Y2K Outreach program, is also a key part of the regulatory 
review and development process and can be expected to actively address the impact of Y2K on 
new regulations as they come to light. In addition, the Agency concluded that existing GMPs 
could not be modified without impacting unduly on the Agency’s ability to ensure that its 
regulated products are safe and effective. Furthermore, those GMPs are the means by which 
FDA will take actions against those manufacturers whose products fail as a result of Y2K. 

HCFA 

In the late Spring of 1998, HCFA performed a thorough and intensive review of all upcoming 
projects, including the activities required by the Balanced Budget Act of 1997 (BBA). Some of 
these projects would have required changes to HCFA’s internal computer systems and the 
computer systems managed by the Medicare contractors. None of the projects would have 
required changes to State Medicaid systems. 

HCFA developed a strategy to minimizing system changes in the short term (while Year 2000 
date renovations are under way) by looking for other means to implement legislative 
requirements. After completing its review, HCFA determined that a number of BBA provisions 
did not require systems changes. These include: 

• Implementation of the Medicare+Choice program and 

• Implementation of the beneficiary incentive program. 

About two-thirds of the BBA provisions affecting HCFA did not have to be delayed because the 
systems changes required to implement them had already been completed or were already 
underway and could be completed before major systems changes had to be frozen for Y2K. 

These include: 

• Routine payment updates for FY 1999, including inpatient hospital coding and price 
changes; 

• Implementing the resource-based practice expense system; 

• Paying outpatient rehabilitation therapy services using the physician fee schedule; 

• New prevention benefits and other coverage requirements (e.g., diabetes test strips, 
bone mass measurement); 

• Skilled nursing facility prospective payment rates, effective July 1, 1998 (without 
consolidated billing for Part B residents); 
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• Transfer of payments for certain Diagnostic Related Groups to post-acute care 
providers; and 

• The competitive bidding demonstration for durable medical equipment. 

For those projects that would have required major systems changes, HCFA made the difficult 
decision to delay those projects to make sure that its systems and those managed by the Medicare 
contractors would continue to operate on January 1, 2000. These projects include: 

• Prospective payment systems for outpatient hospital care; 

• Consolidated billing for Medicare Part B services provided in skilled nursing facilities; 
and 

• A new fee schedule for ambulance services. 

In addition, the $1,500 payment caps on outpatient physical and occupational therapy will be 
applied on a provider-specific basis rather than a per beneficiary basis. 

FICFA had some initial concerns that Y2K priorities might delay scheduled Medicare payment 
updates for doctors, hospital and other providers in fiscal and calendar year 2000. However, we 
recently determined that payment updates can be made in October and mid-January as long as 
Y2K readiness efforts continue on track. Only system table updates will be made in October to 
update pricing for institutional providers. 

By law. Medicare payment updates for Part A providers, including inpatient hospitals, skilled- 
nursing facilities, home-health agencies and hospices are supposed to occur on October 1 of each 
year, while payment updates for physicians and other Part B providers and suppliers are 
supposed to occur on January 1 of each year. Because of the Y2K compliance status of 
contractors systems, HCFA is now expecting to make Part A payment updates on 
October 1, 1999, but to minimize system disruptions, there will be no changes in ICD-9-CM 
codes (International Classification of Diseases, 9th Revision, Clinical Modification) for Fiscal 
Year 2000. HCFA expects to make Part B payment updates on January 1 7, 2000, but will apply 
the updates retroactively to all claims for services on or after January 1 , 2000. 

HCFA has also reviewed Medicaid regulations. As of this date, there are no pending Medicaid 
regulations that would impact State Medicaid systems through December 1999. 

In addition to the above decisions on specific legislative and regulatory provisions, on 
March 26, 1999, HCFA imposed a moratorium on the release of new software once initial HCFA 
certification has been achieved. The moratorium was effective immediately, but allows for 
limited exceptions during the period leading up to September 30, 1999, to accommodate changes 
mandated by legislation. The moratorium would be essentially absolute beginning 
October 1, 1999, until lifted by the Chief Information Officer. The moratorium, in effect, 
institutes a change management control process for the duration of the project. 

VII Business Continuity and Contingency Plans CBCCPsl. 

Provide information on the progress in developing and testing BCCPs in your agency. Include: 
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1 . Assurances that local and regional offices have developed and tested business continuity and 
contingency plans in coordination with headquarters offices. Also provide the total number of such 
facilities which require BCCPs and the number that have such plans in place. 

All of the OPDIVs that have local and regional offices have involved them in the development of 
business continuity and contingency planning. IHS has worked not only with the Area offices 
but also with medical facilities to ensure they have Y2K BCCPs in addition to the the continuity 
of operations (COOP) and disaster plans required as part of the Joint Commission on 
Accreditation of Health Care Organizations (JCAHO) accreditation process. Members of the 
Human Services Sector are exploring options to hold a meeting/conference of regional Y2K 
coordinators for each program office to promote further coordination of their activities at the 
regional level and increase overall effectiveness with respect to BCCPs as well as oversight of 
outreach activities. 

2. An estimate of costs associated with the development of your agency’s BCCP. 

Exhibit 5, below, shows the costs for BCCP development by OPDIV. The total HHS costs for 
BCCP development is $8,267,962. 


,,'jiExliibit?j|jCo^^^^)e^lppment;orBusiiicss;Cohtiniii» .md l'niitin!;oiii.\ i’j.iii>. 

OPDIV 

Costs 

ACF 

$187,720 

AHCPR 

$105,000 

AOA 

$37,000 

CDC 

$192,000 

FDA 

$950,000 

HCFA 

$1,600,000 

HRSA 

$1,200,000 

IHS 

$2,527,955 

NIH 

$672,000 

OIG 

♦ 

OS 

* 

PSC 

$787,700 

SAMHSA 

$8,587 

TOTAL 

$8^67,962 
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Footnote Exhibit 5 

* OIG and OS have not incurred externa! costs such as contractors to assist in the development of the BCCP. Hours 
and funding associated with this activity are attributed to operational costs. 

3. An estimate of costs associated with contingency implementation for activities that are planned to be 
implemented regardless of how Y2K affects vour agency’s operations. For example, if your agency 
will be printing paper forms or requiring employee overtime as a risk-mitigation strategy, these costs 
should be reported. 

a. Do not report costs associated with activities that will be implemented only if a problem occurs. 

Exhibit 5a, below, shows the estimated costs for each OPDIV of Day One risk mitigation 
activities and BCCP implementation regardless of how Y2K affects operations. The total 
estimated cost for Day One and BCCP preparatory activities is $98,860,229. This estimate does 
not include the entire cost for the invoking of BCCPs. 




OPDIV 

DAY ONE 

BCCP 

TOTAL 

ACF 

$118,792 

$482,500 

$601,292 

AHCPR* 

$619,000 

see note below 

$619,000 

AOA 

$49,700 

— 

$49,700 

CDC 

$492,000 

$20,000 

$512,000 

FDA 

$2,293,752 

$91,375 

$2,385,127 

HCFA -Internal** 

see note below 

$3,400,000 

$3,400,000 

HCFA-Extemal** 

see note below 

$79,600,000 

$79,600,000 

HRSA 

$50,000 

— 

$50,000 

IHS 

$9,817,600 

~ 

$9,817,600 

NIH*»* 

$1,033,400 

see note below 

$1,033,400 

OIG 

$ 21,090 

$16,000 

$37,000 

OS**** 

$266,200 

— 

$266,200 

PSC 

$66,954 

$411,030 

$477,984 

SAMHSA 

$10,926 

... 

$10,926 

TOTAL 

$14,839324 

$84,020,905 

$98,860329 


Footnotes Exhibit 5a 

*AHCPR Day One estimate includes the minimally necessary systems infrastructure and labor needed to support 
Day One setup, testing of plan, and performance on Day One. The infrastructure put in place will also support the 
possible invocation of the BCCP. 
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**HCFA included in their BCCP estimate S.3 million for Day One activities for internal systems and $2.4 million 
for Day One activities for external systems. 

Day One estimate includes $61 1,100 preparation costs for possible invoking of BCCP. 

•**''‘The OS estimate includes the costs for the HHS Command Center. 

b. Agencies should ensure that the activities discussed - those that will be implemented regardless of 
Y2K-related problems - are consistent with die assumptions outlined in OMB Memorandum 99- 
16, “Business Continuity and Contingency Planning for the Year 2000, “ May 13, 1999. If an 
agency is using different assumptions to develop its cost estimates, then the agency must explain 
the assumption and justify their use. 

The costs reported in Section VII. 3.a - those that will be implemented regardless of Y2K-related 
problems - only use the assumptions outlined in OMB Memorandum 99-16, “Business 
Continuity and Contingency Planning for Year 2000,” dated May 13, 1999. 

4. Describe how your agency is coordinating your BCCP with your agency’s Continuity of Operations 
(COOP) planning efforts. 

During the development of BCCPs and in the process of finalizing these plans, the Continuity of 
Operations (COOP) plans are being reviewed to ensure that the plans are coordinated. 

VIII Other Manaeement Information. 

1 . Report your estimates of costs associated with Year 2000 remediation, including both information 
technology® costs as well as associated with fixing non-IT systems. Report totals in millions of dollars 
(For amounts under $10 million, report to tenths of a million.) 

2. If there have been dramatic changes in cost, please explain. 

Exhibit 6, on the next page, reports estimates of cost associated with Year 2000 efforts. 
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Exhibit 6 

Department of Health and Human Services 
Y2K Total Cost Estimates - FY 1996 to FY 2000 

(Dollars in Millions) 



FY 1996 

FY 1997 

FY 1998 

FY 1999 

FY 2000 

TOTAL 


$ - 

$ 

0.500 

$ 3.960 

$ 25.571 

$ 1.101 

$ 31.132 

iAHCPR Total 

- 


0.010 

0.040 

1.795 

0.619 

2.464 


- 


0.008 

- 

0.646 

0.050 

0.704 


- 


IMl 

9.400 


1.610 

24.865 


0.200 


2.000 

7.250 

29.502 

3.385 

42.337 

HCFA - Internal 

0.700 


6.600 

17.900 

38.500 

14.800 

78.500 

HCFA - External 

6.100 


6.900 

130.200 

218.200 

218.200 

579.600 

HCFA - Total 

6.800 


13.500 

148.100 

256.700 

233.000 

658.100 

HRSA Total 

- 


MUSI 

1.400 

12.750 

1.900 

17.250 



■ 



39.930 

10.818 

55.75 


0.040 




11.725 

4.261 

36.426 

lOIG Total 

- 



- 

5.400 

3.487 

8.962 



■ 


0.500 

3.580 

0.266 

4.346 


- 


0.200 


9.587 

1.380 

17.667 

SAMHSA Total 

0.150 


■nnHii 

0.020 


o.on 

0.341 

HHS Total 

$ 7.190 


32.213 

$ 190.870 

$408,181 

$261,888 

$ 900.342 


REVISED: August 9. 1999 


Previous Quarterly Report estimates have changed as follows: 

FY 1999 ~ HCFA has identified surplus funds of $30.9 million, reducing its overall funding level to 
$256.7 million. Of the $30.9 million,, $20.9 million has been redistributed to other OPDIVs for Y2K 
priority items. The most recent distribution of ftmds were provided as follows: 

HRSA: +$2,750 M for a variety of Y2K activities, CDC: +$4,055 million for Renovation, Validation, 
Implementation, and Embedded Chips, NIH: +$900,000 to augment Y2K funding in several areas, 

AoA: +$45,800 for completion of its testing initative, PSC: +$1,304 million for various Y2K activities, and 
FDA: +$1,574 million for Emergency Rapid Response activity. 

FY 1999 - PSCs cost estimate increased from last quarterly report as a result of receiving additional 
supplemental funds. 

FY 2000 - SAMHSA includes an increase of $1 1,000 to finance Day One plans for PC/LAN support 
and applications contractors to conduct testing of systems. This rise also includes overtime pay for 
some staff. 

FY 2000 -- HCFA redistributed funding between cost categories. 

FY 2000 ~ Includes known costs for Day One and BCCP that will occur regardless of how Y2K 
affects operations; thus, totals in the EfY 2000 column do not necessarily match the cost estimates in 
the OPDIV quarterly reports. 

TOTAL — HCFA Contingency costs ($3 1 1 .2 million) have been re-estimated to $85 .3 million. 


NOTE: In some cases, Y2K cost estimates reported represent estimated needs and exceed currently 
approved funding levels. 
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3. Described any concerns with availability of key personnel, including ensuring that key staff w'iil be 
available during the weeks before and after the transition to the Year 2000. 

HHS has presented a proposal for Year 2000 Day One Overtime Compensation to the Office of 
Personnel Management, the President’s Council on Year 2000 Conversion, 0MB, and other 
government agencies to further attract and ensure that critical staff are available during the Day 
One time period. 

4. Described any problems that are affecting progress. 


30 
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Y2K FEDERAL COSTS FOR STATE-ADMINISTERED PROGRAMS 
CHILDCARE 
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Y2K FEDERAL COSTS FOR STATE-ADMINISTERED PROGRAMS 
CHILDCARE 


STATE 

FY 1996 

FY 1997 

FY 1998 

FY1999 

FY 2000 

OK 






OR 


IHHHI 



bbhib 





b^hhi 


PR 






RI 






SC 




$7,200 

$2,400 

SD 




4,757 

9,656 

TN 



$32,800 

108,650 

20,500 

TX 






UT 






VT 






VI 






VA 






WA 






WV 



10,000 

10,000 

5,000 

WI 






WY 






TOTAL 

$600,500 

$1,196,631 

$3,004333 

$4,198,062 

$2,482,575 


ND - Has a total of $19,521 the percentage wasn’t specified for State and Federal 
OH - Has a total of $373,000 the percentage wasn’t specified for State and Federal. 
WY - Has a total of $ 1 00,866 

1997 - $3,326 1998 - $52,775 


1999 -$30,687 


2000 - $14,078 
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Y2K FEDERAL COSTS FOR STATE-ADMINISTERED PROGRAMS 
CHILD SUPPORT ENFORCEMENT 
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Y2K FEDERAL COSTS FOR STATE-ADMINISTERED PROGRAMS 
CHILD SUPPORT ENFORCEMENT 


STATE 

FY 1996 

FY 1997 

FY 1998 

FY 1999 

FY2000 

OK 






OR 






PA 






PR 






RI 






SC 






SD 




$91,406 

$163,712 

TN 




318,039 

35,591 

TX 



32,093 

2,447,844 

2,479,937 

UT 



200,000 

1,100,000 

100,000 

VT 






VI 






VA 




227,279 

146,439 

WA 



260,000 



wv 



9,900 



W1 





340,000 

WY 






TOTAL 

$116,500 

$3,160,515 

$16,795,114 

$28,723,985 

$40,088,441 


ND - $50,733 amount wasn’t specified for State and Federal 
WY - $22,000 amount wasn’t specified for State and Federal 
1998-$8,800 1999-$6,600 2000-$6,600 
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Y2K FEDERAL COSTS FOR STATE-ADMINISTERED PROGRAMS 
CHILD WELFARE 
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Y2K FEDERAL COSTS FOR STATE-ADMINISTERED PROGRAMS 
CHILD WELFARE 


STATE 

FY 1996 

FY 1997 

FY 1998 

FY1999 

FY2000 

OK 






OR 






PA 






PR 






RI 






SC 


$10,867 

$12,878 

$120,000 

$150,000 

SD 



11,679 

23,712 

35,391 

TN 






TX 






UT 




90,000 

10,000 

VT 






VI 






VA 






WA 


24,000 

46,000 

16,000 

86,000 

WV 



10,000 

15,000 

2,500 

WI 




50,000 

50000 

WY 






TOTAL 

$4,000 

$587,421 

$9,254,273 

$4,887,911 

$6,415,205 


ND - $4,332 the amount wasn’t specified for State and Federal 


































Y2K 


STATE 

AL 

AK 

AZ 

AR 

CA 

CO 

CT 

DE 

DC 

FL 


HI 

ID 

IL 

IN 

lA 

KS 

KY 

LA 

ME 


MA 

MI 

MN 

MS 

MO 

MT 

NE 

NV 

NH 

NJ 

NM 

NY 

NC 

ND 

OH 
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FEDERAL COSTS FOR STATE-ADMINISTERED PROGRAMS 
LIHEAP 


FY1996 

FY1997 

FY 1998 

FY 1999 

FY 2000 





















$257,862 

$187,298 

$18,500 

$15,000 

$478,660 


























































740,000 

1,400,000 

520,000 





















25,000 

50,000 

101,000 

101,000 

25,000 

25,000 

50,000 

101,000 

101,000 

25,000 













300,000 


300,000 


, 

7,144 

250 

7,394 








1,400 


1,400 


4,696 

6,817 

23,296 

21,841 













33,333 

33,333 

33,334 



94,800 


94,800 

1 






15,000 


15,000 
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Y2K FEDERAL COSTS FOR STATE-ADMINISTERED PROGRAMS 
LIHEAP 


STATE 

FY 1996 

FY 1997 

FY 1998 

FY 1999 


OK 






OR 






PA 


■■■■■ 




PR 






RI 






SC 






SD 



$39,870 


$39,870 

TN 






TX 



432 

$396 

828 

UT 






VT 

$15,000 

15,000 

28,000 

35,000 

28,000 

VI 






VA 






WA 






WV 




5,000 

5,000 

WI 



90,000 

270,000 

30,000 

WY 









$1,562,296 

$1,999,275 

$1,626,127 


ND - $3,697 amount wasn’t specified for State and Federal. 
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Y2K FEDERAL COSTS FOR STATE EXPENDITURES 

MMIS 
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Y2K FEDERAL COSTS FOR STATE EXPENDITURES 
MMIS 
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Y2K FEDERAL COSTS FOR STATE-ADMINISTERED PROGRAMS 

TANF 
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Y2K FEDERAL COSTS FOR STATE-ADMINISTERED PROGRAMS 

TANF 


STATE 

FY 1996 

FY1997 

FY1998 

FY 1999 

FY2000 

OK 






OR 






PA 






PR 






RI 






SC 


$43,365 

$193,354 

$270,000 

$150,000 

SD 



30,134 

61,181 

91,315 

TN 



514,135 

199,865 

714,000 

TX 



2,600,000 

3,500,000 

1,500,000 

UT 






VT 






VI 






VA 






WA 



22,000 

22,000 

44,000 

WV 



16,500 


5,500 

WI 



280,000 


240,000 

WY 






TOTAL 

$321,000 

$2,779,900 

$14,414,523 

$20,873,123 

$15,743,617 


ND $78,779 the breakdown amounts for State and Federal wasn’t specified. 

WY $292,036 the breakdown below wasn’t specified for State and Federal. 

1997-$9,984 1998-$158,320 1999-$86,779 2000-$36,953 















































154 


APPENDIX B 



155 





156 



























157 





158 





159 




160 



DEPARTMENT OF HEALTH & HUMAN SERVICES 


Office of the Secretary 


Washington, D.C 20201 


MAY I 4 


The Honorable Stephen Horn 
Chairman 

Subcommittee on Government Management, 
Information and Technology 
Committee on Government and Reform 
United States House of Representatives 
Washington, D.C. 20515-6143 

Dear Mr. Chairman; 


Enclosed is the Department of Health and Human Services’ Year 2000 May Quarterly Report 
and the April monthly progress report. 

We are pleased to show 282 mission critical systems out of the Department’s 284 systems, or 99 
percent, are compliant. The Health Care Financing Administration has reported all of its 25 
internal mission critical systems and all of its 75 external mission critical systems as compliant. 

We would also like to highlight the progress of non-mission critical systems and interfaces: 


98 percent of the Department’s 871 non-mission critical systems are compliant; 

100 percent of the Department’s 1,141 State interfaces are compliant; and 

99 percent of the Department’s 146,053 total mission critical and non-mission critical 
external interfaces are compliant. 


If your staff have any questions on these materials, please have them call Ms. Gay Morris, our 
Year 2000 Program Manager, on (202) 690-6376. 
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DEPARTMENT OF HEALTH & HUMAN SERVICES 


Oifice of the Secretary 


Washir^gton, D.C 20201 


MAY i 4 


The Honorable Robert F. Bennett 
Chairman 

Senate Special Committee on the Year 20W Technology Problem 
United States Senate 
Washington, D.C. 20510-6486 

Dear Mr. Chairman: 

Enclosed is the Department of Health and Human Services’ Year 2000 May Quarterly Report 
and the April monthly progress report. 

We are pleased to show 282 mission critical systems out of the Department’s 284 systems, or 99 
percent, are compliant. The Heaitii Care Financing Administration has reported all of its 25 
internal mission critical systems and all of its 75 external mission critical systems as compliant. 

We would also like to highlight the progress of non-mission critical systems and interfaces: 

• 98 percent of the Department’s 871 non-mission critical systems are compliant; 

• 100 percent of the Department’s 1,141 State interfaces are compliant; and 

• 99 perc€3it of the Department’s 146,053 total mission critical and non-mission critical 
external interfaces are compliant. 

If your staffhave any questions on tliese materials, please have tliem call Ms. Oay Morris, our 
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THE DEPUTY SECRETARY OF AND HUMAN SERVICES 

WASHINGTON, D.C. 30201 


MAY J 3 1999 


The Honorable Jacob Lew 
Director 

Office of Management and Budget 
Washington, D.C. 20503 

Dear Mr. Lew: 


Enclosed is the Department of Health and Human Services’ May Quarterly Report regarding our 
progress on the Year 2000 date issue. The high rates of compliance in many areas demonstrate 
the success ofthe Department’s hard work on the Year 2000 Conversion Project. 

We are pleased to show 282 mission critical systems out of the Department’s 284 systems, or 99 
percent, are compliant The Health Care Financing Administration has reported ail of its 25 
internal mission critical systems and all of its 75 external mission critical systems as compliant. 


We would also like to highlight the progress of non-mission critical systems and interfaces: 


98 percent of the Department’s 871 non-mission critical systems are compliant; 

100 percent ofthe Department's 1,141 State interfaces are compliant; and 

99 percent ofthe Department’s 146,053 total mission critical and non-mission critical 
external interfaces are compliant. 


Your staff may address any questions or suggestions to either Kerry Weems, HHS’ Acting 
Deputy Assistant Secretary for Information Resources Management/Deputy CIO, at 
(202) 690-6162, or Gay Morris, Year 2000 Program Manager, at (202) 690-6376. 




uahan 

Assistanf^Secretary for • 
Management and Budget/ 
Chief Information Officer 
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Status of Health and Human Services Year 2000 Efforts: 

Quarterly Progress Report 
May 15, 1999 

1. Overall Progress. Provide a report of the status of agency efforts to address the year 2000 problem, which 
includes an agency-wide status of the total number of mission-criticai systems. 

Exhibit 1 presents compliance status and strategies for all HHS Mission Critical Systems by 
OPDIV as of April 30, 1999. 


Exhibit 1 - Overall Progress as of April 30, 1999 

AGENCY 

Total 

Number of 
Mission- 
Critical 
Systems 

Nuniber 

Compliant 

Number to be 
Replaced 

Number to be 
Repaired 

Number to be 
Retired 

HHS 

290 

282 

0 

2 

6 

ACF 

45 

45 

0 

0 

0 

AHCPR 

0 

0 

0 

0 

0 

AOA 

2 

2 

0 

0 

0 

CDC 

66 

63 

0 

0 

3 

FDA 

34 

34 

0 

0 

0 

HCFA Internal 

25 

25 

0 

0 

0 

HCFA External 

7S 

75 

0 

0 

3 

HRSA 

5 

5 

0 

0 

0 

IHS 

5 

4 

0 

1 

0 

NIH 

U 

14 

0 

0 

0 

OIG 


3 

0 

0 

0 

PSC 

8 

7 

0 

1 

0 

SAMHSA 

5 

5 

0 

0 

0 


Total Number of Mission Critical Systems 

The total number of mission critical systems, including those to be retired, is 290 systems. This 
is a decrease of four systems from the 294 reported in the February Quarterly Report because 
HCFA retired four external systems previously scheduled to be retired. Excluding the six 
systems still to be retired, a total of 284 mission critical systems must be operational into the next 
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miUenniuin. This is a decrease of 3 systems from the 287 mission critical systems reported in the 
Febniary Quarterly Report. The change is because HCFA will retire three external mission 
critical systems that were previously scheduled for repair. The three systems are being retired 
because three contractors are leaving the Medicare program. Their workloads are being 
transitioned to Y2K-compliant contractors. 

Total Number of Compliant Mission Critical Systems 

As of April 30, 1999, the total number of compliant mission critical systems has increased from 
December 31,1 998 by 39 systems to a total of 282 systems. The increase is due to the following 
increases of compliant mission critical systems; 

• CDC increased by six, 

• FDA increased by four, 

• HCFA (External) increased by twenty-one, 

• HRSA increased by one, 

• NIH increased by two, 

• PSC increased by four, and 

• SAMHSA increased by one. 


H. Progress of Systems Under Repair. Provide a report of the status of agency efforts to address the year 

2000 problem which includes the status of systems under repair. 

a. In the first row, indicate the dates your agency has set for completing each phase. In each report, 
restate these dates and indicate if there has been a change. 

Exhibit 2, on the next page, reports the milestones and the progress of systems under repair, as of 
April 30, 1999. The milestone records the date on which the last mission critical system within 
an OPDIV is expected to complete each phase. It does not, therefore, demonstrate typical 
progress nor indicate the level of accomplishment in each phase prior to organization-wide 
completion of this phase. 

Dates in italics indicate milestones that have changed since the last report. 


2 



165 


Exhibit 2 - Progress of Systems Under Repair as of April 30, 1999 


Total No. 
Mission 
Critical 
Systems 


Renovation 

Validation 

Implementation 

ACF Milestones 

tmmumiimi 

Dec. 1996 

Sept 1998 

Dec. 1998 

Dec. 1998 

Current Number 
Complete 

Hi 

3 

3 

3 

3 

CDC Milestones 




Dec. 1998 

Mar. 1999 

Current Number 
Complete 

15 

!5 

15 

15 

15 

FDA Milestones 



Mar. 1999* 

Mar. 1999* 

Mar 1999* 

Current Number 
Complete 

20 

15 

20 

20 

20 

HCFA Milestones 
Internal 



Oct. 1998 

Dec. 1998 

March 1999 

Current Number 
Complete - Internal 

25 

25 

25 

25 

25 

HCFA Milestones 
External 



Dec. 1998 

Mar. 1999 

Mar. 1999 

Current Number 
Complete - External 

75** 

82*** 

75 

75 

IS 

HRSA Milestones 



May 1998 

Oct 1998 

Dec. 1998 

Current Number 
Complete 

1 

1 

1 

1 

1 

IHS Milestones 



Jan. 1999 

Mar. 1999 

June 1999 

Current Number 
Complete 

1 

i 

1 

1 

0 

NIH Milestones 

////////////////// 

Sept. 1997 

Dec. 1998 

Dec. 1998 

March 1999 

Current Number 
Complete 

10 

10 

10 

10 

10 

PSC Milestones 



Sept 1998 

Mar. 1999 

June 1999 

Current Number 
Complete 

6 

6 

6 

5 

5 

SAMHSA Milestones 



Nov. 1998 

Dec. 1998 

Dec. 1998 

Current Number 

I 

! 

' 

1 

1 


3 























































































166 


Exhibit 2 Footnotes: 

*The milestone date was modified this quaner to reflect the change of three systems’ strategy from replace to 
repair. 

**The total number of mission critical external systems to be repaired decreased from 78 to 75, because three 
systems previously identified for repair will be retired. This reflects the fact that three contractors are leaving the 
Medicare program. Their workloads are being transitioned to Y2K-compliant contractors. 

***Four systems were retired and this quarter three more are scheduled to be retired, leaving HCFA with a total of 
75 mission critical systems in this category. 

b. Provide a description of progress for fixing or replacing mission-critical systems, (former 2cl.) 
Please ensure that your repon on the completion of phases is consistent with the CIO Council’s 
best practices guide and GAO’s assessment guide. Year 2000 Computing Crisis: An Assessment 
Guide. 


Exhibit 2b reports progress on repair and replacement of mission critical systems by OPDIV as 
of April 30, 1999. 


Exhibit 2b - Total Mission Critical Systems as of April 30, 1999 | 

OPDIV 

Total 

Total 

Percent 


Number 

Number 

Compliant 


Mission 

Critical 

Compliant 


ACF 

45 

45 

100% 

AHCPR 

0 

- 

- 

AOA 

2 

2 

100% 

CDC 

63 

63 

100% 

FDA 

34 

34 

100% 

HCFA- 

Intemal 

25 

25 

100% 

HCFA- 

Extemal 

75* 

75 

100% 

HRSA 

5 

5 

100% 

IHS 

5 

4 

80% 

NIH 

14 

14 

100% 

OIG 

3 

3 

100% 

OS 

0 

- 

- 

PSC 

8 

7 

87.5% 

SAMHSA 

5 

5 

100% 





TOTAL 

284 

282 

99% 


* HCFA will retire three systems originally under repair, decreasing the total number from 78 to 
75 systems, because three contractors are leaving the Medicare program. Their workloads are 
being transitioned to Y2K-compliant contractors. 
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Exhibit 2b Note - The number of systems is the total number of mission critical systems minus 
those being retired. The total number of mission critical systems compliant includes mission 
critical systems originally assessed as compliant plus those systems that have been repaired or 
replaced and are now compliant. 

Increases in Compliant Mission Critical Systems 

As of April 30, 1999, 99 percent of HHS’s mission critical systems are compliant. This 
percentage increased by approximately 14 percentage points from 85 percent reported in the 
February Quarterly Report. Between December 31, 1998 and April 30, 1999, 39 additional 
mission critical systems were made Y2K compliant, through either repair or replacement. 

c. Provide a description of progress in fixing non-mission critical systems, including measures that 

demonstrate that progress. 

Non-Mission Critical Systems 

The primary focus for achieving Y2K compliance has been on mission critical systems. HHS 
has 886 non-mission critical systems. Of these, 871 or 98 percent are compliant. This is an 
increase of 10 percent since the February Quarterly Report. Exhibit 2d, below, lists the number 
of non-mission critical systems by OPDIV and the number compliant as of April 30, 1999. 



OPDIV 

Total Number of 
Non-Mission Critical 
Systems 

Total Number of 
Compliant Non-Mission 
Critical Systems 

Percent Compliant 

ACF 

17 

17 

100% 

AHCPR 

[ 

0 

0% 

AOA 

5 

5 

100% 

CDC 

136 

136 

100% 

FDA 

234 

234 

100% 

HCFA-Intemal 

56 

56 

100% 

HCFA-Exteraal 

5 

5 

100% 

HRSA 

9 

9 

100% 

IHS 

3 

1 

33% 

NIH 

345 

340 

98% 

OIG 

3 

0 

0% 

OS 

45 

42 

93% 

PSC 

17 

16 

94% 

SAMHSA 

10 

10 

100% 

HHS Total 

886 

871 

98% 


5 
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d. Provide a description of the status of efforts to inventory all data exchanges with outside entities 
and the method for assuring that those organizations will be or have been contacted, particularly 
State governments. Provide a description of progress on making data exchanges compliant. 

State Interfaces 

All OPDIVs have compiled inventories of system interfaces, including data exchanges with 
private sector partners, States, and local and Tribal governments. HHS has a total of 1 , 1 4 1 State 
interfaces. Of the HHS total number of State interfaces, 1,141 or 100 percent of the interfaces 
are compliant. This is a increase of twenty-three percentage points from the 77 percent reported 
in the February Quarterly Report. 

The Department provided a listing of State interfaces to the National Association of State 
Information Resources Executives (NASIRE) on April 22, 1998. The Department has updated 
monthly the status of the State interfaces listed on the GSA website. 

Exhibit 3, below, lists the number of State interfaces by OPDIV and the number currently 
compliant. 


Exhibit 3 “Summary of MissionjCriticarand Non-Mission C'ritit.il , 

.Stall liilrrrac'cs by Ol’DIV” ' ' 


Number of 
Systems 

Number of State 
Interfaces 

Number 

Compliant 

Percentage 

Compliant 

ACF 

5 

270 

270 

100% 

CDC 

12 

321 

321 

100% 

HCFA -Internal 

3 

325 

325 

100% 

HCFA - External 

35 

182 

182 

100% 

IHS 

2 

S 

8 

100% 

PSC 

2 

35 

35 

100% 

Total 

65 

1,141 

1,141 

100% 


Total External Interfaces 

HHS has a total of 146,053 external interfaces, of which HCFA accounts for 97 percent or 
142,015 of these interfaces. Currently, 146,051 or 99 percent of the total number of interfaces are 
compliant. This is an increase of 1 5 percent from the 84 percent reported in the February 
Quarterly Report. 

The reported number of HCFA data exchanges decreased substantially from the number reported 
in the February Quarterly Report due to HCFA’s extensive verification and validation of the 
information that has been reported in the monthly data exchange reports from Medicare 
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contractors. This work has eliminated duplicative data. Furthermore, HCFA has verified that the 
reports describe real physical exchanges of data rather than the number of providers affected by 
the business transaction. For example, a real physical data exchange between HCFA and a billing 
agent is one data exchange though it may have previously been reported as hundreds of providers 
represented by the billing agent. 

OPDIVs have contacted exchange partners to communicate the use of the National Institute of 
Standards and Technology (NIST) four-digit year or to establish agreements for other 
arrangements. The OPDIVs that have non-compliant data exchanges continue to update the 
compliance status of their data exchanges. 

Exhibit 4, below, lists the total number of external interfaces for mission critical and non-mission 
critical systems by OPDIV and the number compliant. 


{ \liil<ii 4 " liit.il M^i^^^licalaiid'Non-misMoh jCrliical S\ stems 
Hiih I \ici^lMf||i*faces-in i>rpiVasUif 24/30*99 


OPDIV 


Number of 

External 

Interfaces 

Number 

Compliant 

Percentage 

Compliant 

ACF 

5 

270 

270 

100% 

CDC 

25 

381 

381 

100% 

FDA 

1 

1 

1 

100% 

HCFA - Internal 

24 

3,209 

3,209 

100% 

HCFA - External 

71 

142,015 

142,015 

100% 

IHS 

7 

12 

10 

immm 

NIH 

5 

61 

61 

100% 

PSC 

9 

104 

104 

100% 

Total 

147 

146,053 

146,051 

99% 


e. Provide a description of efforts to address the year 2000 problem in other areas, including 

biomedical and laboratory equipment and any other products or devices using embedded chips. 

Biomedical Equipment Clearinghouse 

HHS chairs the CIO Council’s Biomedical Equipment Subcommittee. As a member of the 
Subcommittee, FDA has targeted 1,932 manufacturers whose medical devices are most likely to 
have a Y2K issue. 
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As of April 12, 1999, 1,549 of those manufacturers have submitted data to the web site, with the 
following Y2K compliance status: 

• Products all compliant - 441 

• Products that do not use a date - 678 

• Products with date-related problems - 260 

• Product status specified at manufacturer's web site (assumption is that there are 
some non-compliant products) - 219 

• Other - 50 (there were questions regarding the submitted data that require follow 
up by FDA) 

• Non-respondents - 284 

The database currently contains data from over 4,300 manufacturers; the majority of 
manufacturers that make Y2K-vulnerable products have reported product status, including all 
members of Health Industry Manufacturers Association (HIMA) who manufacturer such 
products. The HIMA membership accounts for over 90% of the biomedical equipment sales in 
the U.S., based on dollars. 

HHS Embedded Systems 

Exhibit 5, below, lists the number of embedded systems that the OPDIVs have identified, as well 
as the number that have been assessed and the number currently compliant. As shown in the 
table, HHS has inventoried 26,905 embedded systems and assessed 26,229 systems. Currently, 
24,429 or 91 percent of these are compliant. 




' " 1 

OPDIV 

Number 

Number Assessed 

Number Compliant 

ACF* 

1 

1 

1 

CDC 

1,009 

1,009 

931 

FDA 

1,666 

1,666 

1,480 

HCFA» 

2 

2 

0 

IHS 

23,298 

22,622 

21,108 

NIH** 

929 

929 

909 

Total 

26,905 

26,229 

24,429 


Exhibit 5 Footnotes 

* The embedded systems are building security systems. 
**Ten systems are building systems. 
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Because of HHS’s focus on health care and scientific research, HHS’s primary concern regarding 
embedded chips is biomedical equipment, which includes medical devices and scientific 
laboratory equipment. A very small number of building security systems with embedded chips 
are included in this inventory. In some cases, embedded systems are listed as compliant based on 
manufacturer’s certification. A sample of these systems will undergo verification testing to 
confirm Y2K compliance. 

CDC has completed the assessment of their inventory of laboratory equipment. Remediation of 
the 78 remaining non-compliant pieces of equipment is scheduled for completion by the end of 
June, 1999. FDA has assessed their scientific and laboratory equipment and determined that all of 
the pieces of equipment are “stand-alone” and are not used for biomedical applications or other 
integrated analytical or IT systems. Also, the dating functions are, for the most part, limited to 
display and printing purposes. FDA’s target date for ensuring its scientific equipment can 
function in the Year 2000 is the end of September 1999. 

IHS has completed its inventory and assessment. A small percentage (4.7 percent) of devices 
need additional research to determine their compliance status. IHS has targeted the most 
prevalent high-risk devices in their hospitals and health clinics for immediate repair and 
replacement. Business continuity and contingency planning modules for various classes of 
devices are being developed for dissemination to local programs. 

NIH Clinical Center equipment inventories are complete. Department Chiefs are reviewing 
remediation strategies for the identified noncompliant equipment. Signed certification forms from 
Principal Investigators indicating that they have judged the potential Y2K impact on their 
date/time-sensitive equipment, and have taken necessary remediative actions are required from all 
NIH components. NIH has also planned audit activities that will have an emphasis on high-risk 
areas. Furthermore, NIH has initiated activities to assist NIH scientists for ensuring compliance 
of biomedical equipment, including meeting with Scientific Directors to discuss the overall 
compliance strategy and assisting Principal Investigators (Pis) by providing guidance, resources, 
and tools to collect data, and assess and remediate equipment. 

f. Provide a description of efforts to address the year 2000 problem for buiidings that your agency 
owns or manages. If your buiidings are owned or managed by GSA, you do not have to report on 
those buildings. Please indicate instead whether or not you are a member of the Building Systems 
Working Group of the Year 2000 Subcommittee of the CIO Council. 

Facilities 

Exhibit 6, on the next page, lists the number of facilities owned, direct leased, GSA delegated, and 
tribally managed for each OPDIV as well as the number assessed and the number currently 
compliant. Facilities include office buildings, laboratories, hospitals, clinics, central utility 
buildings, support buildings, and housing. As shown in the table, HHS has completed the 
inventoried of its 3,729 buildings. Currently 3,420 or 92 percent of these are Y2K compliant. The 
number of facilities reported in all categories has increased significantly to reflect an ongoing 
outreach program by the Indian Health Service to assist in evaluating and remediating activities 
for the 2,404 tribally owned and leased buildings. 
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OPDIV 

Number 

Number Assessed 

Number of Facilities 
Complaint 

CDC 

213 

213 

213 

FDA 

76 

76 

74 

IHS 

3,165 

3,165 

3,131 

NIH 

271 

271 

See Narrative Below 

OS 

1 

1 

1 

PSC 

3 

3 

3 

Total 

3,729 

3,729 

3,420 


NIH has completed the assessment of its facilities related equipment in NIH-owned and NIH- 
leased buildings. In NIH-owned properties, systems that control building automation, heating, 
ventilation and air conditioning (HVAC), fire alarm panels, and other infrastructure support do 
not function independently in individual buildings, but are networked into a campus-wide system. 
Consequently, the NIH “Number of Facilities Compliant” is misleading. NIH has assessed its ten 
building systems affected by embedded microchips and found eight to be compliant based on 
manufacturers’ certification. Verification testing is on-going and is scheduled to be completed by 
June 1999. The vendor for the two non-compliant systems (lighting control and HVAC) expects 
to have all components of the systems upgraded to be Y2K compliant by June 1999. Until 
remediation activities have been completed on these remaining two systems NIH cannot consider 
any of its owned facilities compliant. 

During the previous quarter, CDC completed remediation activities in all 213 buildings for which 
it has responsibility. Work is continuing with building managers and lessors to determine 
responsibility and staffing requirements to ensure tiill functionality of all facilities on January 1, 
2000. 

IHS has completed assessment activities for facilities it owns and all tribally-owned or tribally- 
leased facilities. The results of this work indicate that only 3% of the equipment evaluated were 
date sensitive with 1% non-compliant and the remaining 2% operating equipment satisfactorily 
but with reports and displays outputted by these systems being affected. Of the forty-nine 
hospitals under IHS oversight, thirteen were found to have building automation systems that are 
non-compliant. Remediation actions have been initiated. Twenty-one of the 261 health centers 
evaluated were also found to have non-compliant systems or ones that produced faulty reports and 
displays. 

FDA continues to work towards correcting deficiencies in its two remaining non-compliant 
laboratories. The revised target date for completion is now May 30, 1999. 
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HHS continues to be represented on the Building Systems Working Group of the Y ear 2000 
Subcommittee of the CIO Council. 

g. Provide a description of efforts to address the year 2000 problem in the telecommunications 

systems that your agency owns or manages. If your systems are owned or managed by GSA, you 
do not have to report on those systems. Please indicate instead whether or not you are a member of 
the Telecommunications Working Group of the Year 2000 Subcommittee of the CIO Council. 

Telecommunications 

As previously reported, much of the HHS telecommunications services and equipment, both long 
distance and local, are provided by contracts managed by the General Services Administration 
(GSA). The contracts that provide the bulk of these services are the Federal Telecommunications 
Service 2000 (FTS2000) and the Washington Interagency Telecommunications Service 99 
(WITS-99). The FTS2000 contract expired in December 1998 and the WITS contract expired in 
January 1999. GSA has extended FTS2000 to January 2001 and WTS-99 to July 1999. The 
follow-on contracts to FTS2000 and WTS-99 specify that the successful vendors will be Y2K 
compliant prior to final award. 

ACF, CDC, FDA and SAMHSA have completed their telecommunications effort as of 
March 31, 1999. 

AHCPR’s voice mail system and all of its hubs are compliant. AHCPR has one compliant router 
and the second router will be Y2K compliant in September 1 999. 

HCFA continued its progress in the area of telecommunications readiness during the past quarter. 
HCFA developed ten risk mitigation/contingency plans in five major areas of voice and data 
communications services. In conducting that work HCFA obtained Y2K readiness 
briefings/updates from AT&T and GSA, which provide voice services to HCFA offices in the 
regions and Washington, D.C. Given the rather genera! nature of the GSA plans at this time, 
HCFA developed specific plans to assess its progress at various points throughout 1999. 

Conversion of dial-up mainframe users from non-compliant Renex protocol converter service to 
IBM Global Services (IGS) and the Medicare Data Communications Network (MDCN) moved 
ahead with HCFA taking advantage of the conversion to enhance network security. This new 
process provides an encrypted logon between end-users and their local IGS point-of-presence, and 
a secure login to the hcfa.gov domain, so that both the mainframe logon and the mainframe 
session are encrypted. To date over 800 dial-up users have been registered in the new system. 

HCFA has established independent Y2K test environments at seven sites for testing the Medicare 
standard/shared systems. All required connectivity between those sites, HCFA, and HCFA’s 
independent testing contractor is running over a separate Y2K compliant sub-network. In 
January, and again in March, 1 999, the entire Y2K sub-net was tested using Y2K scenarios; once 
being IPL’d (future date advanced in a future date environment) into 2000 and once IPL’d to 
12/29/99 and allowed to run into 2000. The network (circuits, switches, routers, and associated 
management software for access, authorization, routing and auditing) operated successfully on all 
dates without any problems encountered in sending or receiving data. As the sub-net uses the 
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same devices and software as the production data wide area network, HCFA has been able to 
independently test the network itself. 

IHS’ non-compliant Telematics routers will be replaced to support Frame Relay or point-to-point 
where available. Sites requiring X.25 will be converted to MCI or SPRINT for X.25 support. IHS 
has an IDIQ contract, which allows for the purchase of replacement routers. IHS, with assistance 
from HHS, is in the process of developing a plan to replace the AT&T X.25 service using the 
FTS2001 contract. As AT&T plans to drop X.25 service as of September 30, 1999, IHS will first 
convert to SPRINT X.25 using the FTS2000 contract then convert to the FTS2001 X.25 services 
using either SPRINT or MCI at a later date. 

NIH’s Center for Information Technology (CIT) provides the networking infrastructure (NIHnet 
Backbone) that supports all of NIH. The NIHnet Backbone provides the connectivity for the 
Institutes and Centers (Ics) Local .Area Networks. Most of NIH’s networking hardware and 
software that are date dependent are compliant. For non-compliant components, remediation 
efforts are underway and are expected to be completed by the end of July 1999. Most of NIH’s 
voice telecommunications services and products are provided by the DHHS contract entitled 
DHHS Program Support Center (PSC) Telecommunications Improvement Project (TIP). NIH is 
working with PSC to ensure that everything covered by the TIP contract will be compliant. 

PSC’s 5ESS Telephone Switch, the Wide Area Network (WAN), and the PSC LAN Servers are 
Y2K compliant. The IV&V certification process for the Switch and network communications has 
been completed. PSC’s Octel Voice Mail system is also Y2K compliant. 

Most of HRSA’s PBXs, switches and routers, and all the voice mail systems are operated by PSC. 
HRSA completed assessment of its internal systems in October 1998 and is replacing non- 
compliant systems. 

h. Provide a description of the status of the year 2000 readiness of each government-wide system 
operated by your agency (e.g., GSA will report on FTS 2000). 

HHS operates no government-wide systems. 

i. Please include any additional information that demonstrates your agency’s progress. This could 
include charts or graphs indicating actual progress against your agency’s schedule, lists of mission 
critical systems with schedules, success stories, or other presentations. 

Tracking of Planned versus Actual Progress 

HHS tracks its actual progress against its planned progress for the implementation of mission 
critical systems. Exhibit 7, on the next page, shows actual as well as planned progress based on 
monthly system inventory reports provided to the Department by each OPDIV. As shown in the 
graph, HHS’ progress is only slightly behind its ambitious planned schedule, but now much more 
clearly on track to avert systems problems arising from the millennium date change. Most 
planned implementation dates for repaired or replacement systems were clustered around 
December 31, 1998. The data shows that this has been a critical and successful period of risk 
reduction in the HHS Y2K program. Similar graphs are maintained for each OPDIV. 


12 



175 




(6 S 


S’ CO 



D. 

< 


CO 

O) 


oo 

cj> 



£ 

15 

=3 

O 

< 

TO 

0 
I- 

1 



176 


Y2K Outreach 

The Department chairs two Sector Outreach Committees of the President’s Council for Year 2000 
Conversion: the Health Care Sector Outreach Committee, led by HCFA, and the Human Services 
Sector Outreach Committee, led by ACF. Every three weeks these committees meet with their 
partners and providers to discuss goals and activities, and with the Deputy Secretary and the Chief 
Information Officers to report on accomplishments and raise issues. Periodically, the Deputy 
Secretary meets with the all OPDIV Heads to discuss Y2K issues, including outreach. In addition 
he has met, and will continue to meet, with the Chief Executive Officers of the health care 
associations (e.g., American Medical Association, American Hospital Association). 

Health Care Seetor 

The Health Care Sector is composed of representatives of HHS (i.e., CDC, FDA, HCFA, IHS, and 
NIH) and the Department of Agriculture, the Department of Defense, the Department of Labor, 
the Department of Veterans Affairs, and the Nuclear Regulatory Commission. It also is 
composed of representatives of various national health care associations that help ensure Y2K 
awareness among their association’s members. These associations include the American 
Ambulance Association (AAA), the American Association of Health Plans (AAHP), the 
American Hospital Association (AHA), the American Medical Association (AMA), the American 
Clinical Laboratory Association (ACLA), the American Health Care Association (AHCA), the 
American Pharmaceutical Association (APA), the Association of State and Territorial Health 
Officials (ASTHO), the Blue Cross Blue Shield Association (BCBSA), the Health Industry 
Manufacturers Association (HIMA), and the Joint Commission on Accreditation of Health Care 
Organizations (JCAHCO). It also includes the National Council for Prescription Drug Programs 
(NCPDP), the National Association of Community Health Centers, Inc. (NACHC), the National 
Association of Chain Drugstores (NACD), the National Association for Medical Equipment 
Suppliers, the National Association of Rural Health Clinics (NARHC), and the National Rural 
Health Association (NRHA). Additional organizations (e.g,, the National Association of County 
and City Health Officials and the American Public Health Associations) plan to join the Sector. 

CDC, FDA, HCFA, the Department of Labor, the Department of Defense, the Department of 
Veterans Affairs, the American Ambulance Association, and the American Hospital Association 
have developed six-month outreach plans. OPDIV staffs refined their plans to include more 
specific events, deliverables, and milestones. The Health Care Sector, like the Human Services 
Sector, is developing a sector-wide strategy for assessing the Y2K readiness of key sector 
partners. 

During the last quarter, the HHS health care sector components conducted numerous outreach 
activities. The following depicts only some of the highlights of their most recent efforts. 
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CDC has posted all Y2K quarterly reports, white papers, assessments, outreach efforts, and other 
Year 2000 activities on the web at httD://www.cdc.gov/v2k/v2khome.htm. (This website can be 
reached through the CDC home page.) Additionally, CDC systems managers have provided their 
findings regarding Y2K compliant software on the CDC website for easy access and distribution 
worldwide. 

In February, CDC completed the first State health department readiness assessment and received 
more than a 50% response rate, and, after analyzing the data, provided the summary findings to 
the President’s Council on Y2K Conversion. In April, CDC hosted a visit of the Japanese 
Ministry of Health representatives, and working with HCFA, FDA, HHS/OS, and others provided 
information to the Japanese health officials. 

FDA has developed a response to the public’s concern about the availability of medical products 
(e.g., pharmaceuticals, medical supplies). They have placed a notice in the Federal Register to 
inform industry of the intent to request information, develop a survey, and establish an audit 
program. FDA has been assisting in the planning for White House Summits on Pharmaceuticals 
and on consumable Medical Supplies. 

HCFA drafted a Federal Register notice to announce the mailing of letters to providers, the 
availability of HCFA speakers to talk with provider groups about the Y2K issue, and the 
April 5, 1999, deadline for providers to begin submitting claims in Y2K compliant formats, as 
well as the availability of software for providers to use to generate such formats. They also hosted 
a Y2K Action Week in 12 cities (i.e., Boston, New York, Philadelphia, Atlanta, Chicago, Dallas, 
Kansas City, Denver, San Francisco, Seattle, Baltimore, and Washington). Examples of 
attendance for the outreach meetings are Kansas City where 176 people attended and Atlanta 
where 220 people attended. Lessons learned included the need to educate the providers on the 
complexity of the problem and its effect on their total business operations, HCFA also hosted a 
Managed Care Millennium Conference Y2K Action week in early April. 

HCFA’s toll free Y2K Information Line for Providers has received numerous calls about 
computer problems and billing issues, primarily from hospitals. 

IHS has engaged in a number of outreach activities, including train-the-trainer and site visits to 
reinforce Y2K awareness. IHS has developed a Y2K video and brochure on the background of 
Y2K, the potential problems it can create, and a practical approach for addressing the issue that 
was sent to various tribes and health care organizations. They also scheduled their Y2K 
Awareness week to coincide with “The Gathering of Nations” in late April where a large number 
of Native American groups hold national conferences and meetings in the Albuquerque area. 

NIH continues to conduct and/or participate in a number of internal and external outreach 
activities. External outreach activities include membership on the Biomedical Equipment 
Subcommittee and Buildings Work Group of the Government-wide committee. NIH also 
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participates in two other committees of the President’s Council on Y2K Conversion; the 
Education Sector Committee and the Science and Teehnology Outreach Committee. 

The Department has not limited its outreach activities to the American audience only. HHS hosts 
international Y2K delegations interested in Y2K. and health care. The most recent delegation, 
sponsored by the United States Information Agency, was composed of 14 representatives from 
French-speaking Africa and from Laos who were interested in Y2K contingency planning for 
health care organizations. 

Human Services Sector 

Community Communications 

The Human Services Sector is composed of ACF, AOA, HCFA (Medicaid), HRSA, and 
SAMHSA. In addition to the current local number (202- 401-7041), the Human Services Sector 
instituted a “layered Toll-Free Number” (888-HHS-Y2K1), supported by a Help Desk, for Y2K 
issues. To augment the help desk. ACF revised the Human Services website 
(http://y2k.acf.dhhs.gov) to incorporate the latest information (e.g., the SBA Y2K Action week 
and providing a link to the appropriate URL). 

To increase the visibility for their services, ACF prepared and sent a post card to approximately 
12,500 human services providers informing them of available Y2K resources and how to access 
them. ACF also prepared business cards containing similar information to be distributed at Y2K 
conferences/meetings where sector representatives have been asked to speak. ACF continues to 
receive and answer information requests on their Y2K e-mail inquiry line 
('Y2Kinauirv@.ACF.DHHS.sovi as well as by telephone. 

ACF has also placed their revised “Y2K Information Guide For Human Services Providers” on 
the web and prominently displayed a link to view or download it from the first page of the web 
site. Demand for the Guide has been so overwhelming that 25,000 more guides, revised to be 
more generic and applicable to the entire Sector’s audience, have been printed . 

State Issues 

The Y2K computer problem potentially affects all information systems for State health and 
human services. Specifically, program areas in which the Department and the States are 
collaborating are: Medicaid, Temporary Assistance for Needy Families (TANF), Child Support 
Enforcement (CSE), Child Care (CC), Child Welfare (CW), and the Low Income Home Energy 
Assistance Program (LIHEAP). These issues are the focus of the outreach efforts of the 
Administration for Children and Families (TANF, CSE, CC, CW, LIHEAP) and the Health Care 
Finaneing Administration (Medicaid). A description of these activities may be found in 
Section 11. j. of this report. 


16 



179 


Most Recent Outreach Activities by the Human Resources Seetor 

For other State and non-State human services programs and systems, efforts on outreach, 
including stressing the importance of dealing with the problem and having contingency/business 
continuity plans ready should failures occur, will continue. 

ACF 

Child Care Bureau - The Bureau convened a National American Indian and Alaska Native Child 
Care Conference, March 21-24, 1999 attended by 50 participants. A presentation on Y2K 
contingency planning was made as a part of two (repeated) workshops on program reporting 
requirements. Only two of the Tribal staff indicated that they had begun testing on their hardware 
and software. Gila River Indian Community has a commitment Irom Intel to provide them with 
new computers for their Tribal programs and Tribal children. 

The Bureau developed two Power Point presentations on, “How to Develop a Y2K Contingency 
Plan for State Child Care and Development Fund Programs and for Tribal Child Care Programs.” 

HRSA 

HRSA disseminates Y2K information through targeted direct mailings, through the Human 
Services Sector, and other program specific web sites, speeches, conferences and the Human 
Services Y2K Helpdesk. 

HRSA prepared a Y2K Assessment Tool called, “The Workbook for Addressing the Year 2000 
Bug in Community and Migrant Health Centers,” that has been provided to each of the 
Migrant and Community Health Centers. The Y2K Assessment Tool is also on the HRSA web 
site f httn://www.hrsa.gov l and at t httn://www.bnhc.hrsa.govi . The workbook provides a step-by- 
step approach for health center grantees to reference and document their progress in the 
assessment, renovation, validation, and implementation phases of their Y2K project schedule. 
HRSA is sharing best practices through the web sites and providing technical assistance with 
contractor assistance, including the HRSA Business Continuity and Contingency Plan (BCCP), 
Day One Plans, the Y2K Assessment Tool, and the Y2K Guide. 

SAMHSA 

On March 24, 1999, SAMHSA managers, supervisors, and team leaders were advised of the 
Human Services Sector outreach activities, including helpdesk, website, e-mail inquiry address, 
information guides, postcards, business cards, upcoming mailings to grantees and contractors, and 
the SBA-sponsored Y2K action week forums that have been initiated by HCFA. Staff were 
encouraged to widely announce the availability of these activities at outside meetings and to 
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attend the HCFA forum on March 29 at HHH. On March 26, 1999, SAMHSA established its 
Y2K website at www.samhsa.gov/y2k.htm. 

Other Sector Participation 

In addition to the Health Care and Human Services Sectors, HHS is represented on the Food 
Safety, Education, Employment-Related Protections, Emergency Management/Disaster Response, 
and Science and Technology Outreach Sector Committees. HHS continues to participate on the 
Interagency American Indian Year 2000 Outreach Working Group. 

j. Describe efforts to ensure that Federally-supported, State-run programs (including those programs run 

by Territories and the District of Columbia) will be able to provide services and benefits. In particular. 
Federal agencies should be sensitive to programs that will have a direct and immediate effect on 
individuals’ health, safety, or well-being. Include a description of efforts to assess the impact of the 
Year 2000 problem and to assure that the program will operate. In addition, provide the following 
information for those programs listed in Attachment D (if the information is not available, provide 
dates when it will be available. 

1 . The date when each State’s systems supporting the program will be Y2K compliant. 

2. A list of States, if any, for which the Y2K problem is likely to cause significant difficulties 
in the State’s operation of the program. Also, provide a list of States which are not likely to 
encounter significant difficulties. 

3. For those States likely to have significant difficulties, a brief description of any action that 
the Department is taking to assure that the program will operate. 


State Issues 

The Y2K computer problem potentially affects all information systems for State health and 
human services. Specifically, program areas in which the Department and the States are 
collaborating are: Medicaid, Temporary Assistance for Needy Families (TANF), Child Support 
Enforcement (CSE), Child Care (CC), Child Welfare (CW), and the Low Income Home Energy 
Assistance Program (LIHEAP). HHS has been working with and surveying program and 
information systems in the States. This outreach includes teleconferences and site visits by the 
Health Care Financing Administration (HCFA) for the Medicaid program, and through a mail-out 
survey for human services programs by the Administration for Children and Families (ACF). 

Medicaid 

As of April 16, the HCFA IV(&V contractor, assisted by Regional and Central Office staff, 
completed 45 State visits. Five more visits were conducted during the week of April 19-23. 

By the end of April, visits to all 50 States, including the District of Columbia, were completed. 
Information on the planned dates for Y2K compliance of State Medicaid Management 
Information Systems and Integrated Eligibility Systems is shown in the chart on page twenty-one. 

Follow-up IV&V on-site visits to States in the medium to high risk categories will begin in May, 
continuing through October. GAO has accompanied the IV&V team to several states (e.g.. 
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California, New Mexico, Massachusetts and South Carolina) to assess the activities performed by 
HCFA’s IV&V contractor. 

HCFA has initiated a process of obtaining an outside contractor to review the contingency plans 
of State Medicaid programs. This project will focus on monitoring and overseeing State plans 
and providing technical assistance to HCFA and States as to the status of State contingency plans, 
through review, recommendations and on-site assistance where it is warranted. 

Letters, including copies of the results of the on-site visit prepared by HCFA’s IV&V contractor have 
been sent to State Medicaid Directors and to the Governors of California, Connecticut, District of 
Columbia, Georgia, Iowa, Louisiana, Maine, Maryland, Missouri, North Carolina, New Jersey, New 
Mexico, New York, Pennsylvania, South Carolina, Texas, Virginia, and Wisconsin. States have been 
asked to respond to the IV&V findings. These letters will be used in focusing on the follow-up visits 
to States during the May - October visits. On a monthly basis, letters will continued to be mailed to 
the State Medicaid Directors as well as to the State Governors and their Chief Information Officers 
and Y2K Coordinators. 

HCFA is also requesting State agencies to submit their business continuity and contingency plans to 
HCFAbyJune 1, 1999. HCFA will review these plans to gain abetter understanding of the States’ 
plans. 

State Human Services Programs and Systems 

On December 23, 1998, the Assistant Secretary for Management and the Assistant Secretary for 
Children and Families wrote to the State Chief Information Officers, asking them to follow up on 
a report from the General Accounting Office on the “Readiness of State Automated Systems to 
Support Federal Welfare Programs. The Department also asked them to report on the Y2K 
readiness (including the existence of a contingency plan) of their human services systems (i.e., 
TANF, CSE, CC, CW) and to establish a monitoring process. They were asked to provide an 
initial status report on January 3 1 , and follow up reports on April 1 , July 1 , September 1 , and 
December 1. The Department has received 48 survey submissions from the States and the District 
of Columbia concerning TANF, CC, CSE, CW. States that have not submitted their initial Y2K 
reports are: Connecticut, District of Columbia, and West Virginia. ACF is now receiving the 
second round of reports, which was due on April 1 . 

Finally, since the Y2K computer problem potentially affects all information systems for State 
health and human services, the Secretary wrote to each State Governor on January 29 encouraging 
them in their efforts, and again on March 31 reporting on the Department’s Y2K activities with 
regard to the States, including results of the reports from the ACF survey and from the HCFA 
Medicaid on-site visits, where available. ACF plans to provide offer on-site technical assistance 
to State agencies and to work closely with them to develop complementary Federal and State Y2K 
contingency plans. ACF has awarded a contract to obtain services in assessing the Y2K status of 
State human services systems and supporting ACF’s outreach to the States. Follow-up visits will 
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continue through the remainder of 1999. The Department will share the detailed reports on the 
results of the site visits, addressing both findings and its recommendations, with the Governors 
periodically. 

Summary results from States responding to a Department of Health and Human Services survey 
of the Y2K readiness of State Temporary Assistance for Needy Families (TANF), Child Support 
Enforcement (CSE), Child Care (CC) and Child Welfare (CW) programs and systems, can be 
found on the following page. 
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Results from on-site reviews in States, State vvritten survey responses, contacts with State 
associations and normal business contacts with States indicate that on the whole States are 
actively remediating the Y2K problem in their human services programs and systems, which 
provide vital human services to needy families, children and individuals. A number of States 
have reported that their human services systems are Y2K ready. Most States report that their 
human services systems will be Y2K ready during the 1999 calendar year. As the millennium 
change approaches, the emphasis in State human services programs and systems will be on 
contingency/business continuity planning and reaching out to local governments and communities 
concerning their Y2K readiness. 

Other Human Services Programs 

For the human services programs on aging, AOA, through informal discusions with State program 
managers, has determined that services will be maintained even if there are failures in local 
program support computer systems. The States Units on Aging (SUA) do not have computer 
systems that are critical for the delivery of services. 

For the Future 

For the remainder of 1 999, HCFA will continue to conduct on-site assessments of State Medicaid 
systems, and provide technical assistance, with particular emphasis on contingency/business 
continuity planning. The Administration for Children and Families (ACF) will continue to survey 
States’ efforts in the Temporary Assistance for Needy Families, Child Support Enforcement, 

Child Care and Child Welfare programs. ACF will shortly undertake a major initiative to conduct 
on-site assessments of States’ efforts in these programs and the Low Income Home Energy 
Assistance Program (LIHEAP). Emphasis will be placed on contingency/business continuity 
planning and assisting local governments and communities with becoming Y2K ready. 

III. Verification Efforts. 

a. Describe the process by which mission critical systems are identified as Y2K compliant for 
purposes of this report. 

The information provided in Section III of the February Quarterly Report remains current. 

b. Describe how and to what extent internal performance reports, (i.e., compliance of systems 
repaired and replaced) are independently verified. Provide a brief description of activities to assure 
independent verification that systems are fixed and to assure that information reported is accurate. 
Also identify who is providing verification services (i.e.. Inspectors General or contractors). 
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All OPDIVs will use outside contractors for their Independent Verification and Validation 
(IV&V). The contractors that the OPDIVs are working with are listed below. 


ACF - AverStar, Inc., SRA, Inc., 
and Lockheed-Martin 
CDC - TRW 
FDA - TRW 

HCFA - AverStar, Inc., and 
SETA 


HRSA - Computer Associates and Eagle 
Technologies 

IHS - Mitretek 
NIH - OAO 

PSC - Mitretek and TRW (formerly BDM) 
SAMHSA-InfoPro 


OPDIVs are required to submit their IV&V reports to ASMS for review. 

The Office of the Inspector General (OIG) is conducting an on-going audit on the Y2K date 
conversion project. Along with the IV&V contractors, they conduct on-site visits to Medicare 
external contractors. HCFA has been working with its IV&V contractor, AverStar, the OIG, and 
GAO to make its retesting and recertification process even more rigorous. 

IV. Organizational Responsibilities. 

a. Describe how your Depariment/Agency is organized to track progress in addressing the year 2000 

problem. (If you have provided this information in the past, only provide it again where it has 
changed.) Include in your description the following: 

- Describe the responsible organization(s) for addressing the year 2000 problem within 
your Department/Agency and provide an organizational chart. 

Describe your Department/Agency’s processes for assuring internal accountability of the 
responsible organizations. Indicate how frequently the agency head or Chief Operating 
Officer is briefed on year 2000 progress. Include any quantitative measures used to track 
performance and other methods to determine whether the responsible organizations are 
performing according to plan. Include a discussion of the oversight mechanism(s) used to 
assure that replacement systems are on schedule. 

Describe the management actions taken and by whom when a responsible organization 
falls behind schedule. 

The information previously provided in Section IV of the August Quarterly Report remains 
current. The Deputy Secretary and the Assistant Secretary for Management and Budget continue 
to hold bi-weekly meetings with senior OPDIV representatives and CIOs on Y2K efforts. The 
Department’s senior officials, as well as the OPDIV heads, CIOs, and senior managers continue to 
actively work together to conduct end-to-end testing, develop and test contingency plans, 
establish a moratorium for systems changes and recertify systems after any changes. 


24 



187 


V. Business Continuity and Contingency Planning. 

Describe your agency’s approach to and progress in developing its Business Continuity and Contingency Plan 
(BCCP). Agencies should use the GAO document. Year 2000 Computing Crisis: Business Continuity and 
Contingency Planning. (August 1998), as a guide to such planning. Describe the measures of progress being used to 
assure that local plans are developed and tested (e.g. status of management assurances that plans are complete and 
have been tested) and provide a status of those measures. Please also include the following information in the 
description of your planning activity, (if you do not have the information requested, state when it will be available.): 

1 . Identify the high-level core business functions addressed in your BCCP. 

2. Provide a master schedule and key milestones for development, testing, and implementation of your 
BCCP. 

The core business functions and schedules for the Operating Divisions’ Business Continuity and 
Contingency plans are listed below. 

Core Business Functions 

ACF Core Business Functions 

All mission-critical systems support, in some aspect, one or more of the following Core Business 
Functions: 

• Provide grants to human services sector grantees for the delivery of human services. 

• Support, track, and assist States in enforcing child support orders. 

• Collect and maintain information on vulnerable populations receiving human services. 

• Provide technical assistance to grantees and States in support of their human services 
delivery efforts. 

AHCPR Core Business Functions 

AHCPR is charged with supporting research designed to improve the quality of health care, 
reduce its cost, and broaden access to essential services. AHCPR’ s broad programs of research 
bring practical, science-based information to medical practitioners and to consumers and other 
health care purchasers. 

AHCPR’s BCCP focuses primarily on the following core business functions: 

• Grants Management Processing 

• Intramural Research Applications 

• Internal and External Business Functions 

AOA Core Business Functions 

AOA’s core business function is the award and management of grants, both discretionary and 
formula grants. 
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CDC Core Business Functions 

CDC’s mission of promoting health and quality of life by preventing and controlling disease, 
injury, and disability continues to be increasingly dependent on IT, electronic communications, 
and digital media. CDC has identified potential risks and contingency plans to ensure the 
continuity of CDC’s operations and mission. As part of their contingency planning, CDC has 
identified the following seven major business fimctions: 

• Public health surveillance; 

• Health statistics; 

• Research; 

• Public health services; 

• Health communications; 

• Strategic planning; 

• Resource management. 

FDA Core Business Functions 

The mission of the FDA is to protect, promote, and enhance the health of the American people. 
FDA is responsible for ensuring that: 

• Foods are safe, wholesome and sanitary; human and veterinary drugs, biological products, 
and medical devices are safe and effective; cosmetics are safe; and electronic products that 
emit radiation are safe; 

• Regulated products are honestly, accurately and informatively represented. 

• These products are in compliance with the law and FDA regulations; noncompliance is 
identified and corrected; and any unsafe or unlawful products are removed from the 
marketplace. 

In order to perform this mission, the work of the Agency has been organized into seven core 
program areas, which are managed by the Agency’s Centers/Offices. Each Center/Office 
performs a broad range of critical business processes in support of the Agency’s overall mission. 

As part of the contingency planning, FDA has identified five core business processes: 

• Conduct product review and approval on products; 

• Conduct post-market surveillance and adverse event reporting; 

• Develop Methods and Good Manufacturing Practices; 

• Conduct scientific research; 

• Perform compliance monitoring and auditing. 
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HCFA Core Business Functions 

Based on an extensive business impact analysis of over 280 business processes, HCFA will 
develop specific contingency and/or risk mitigation plans for the approximately 50 business 
functions facing highest risk/impact to continuity. These plans are HCFA’s strategy for 
protecting eleven core business functions with an emphasis on our four guiding principle areas; 

• Continue Payments, 

• Safeguard the Trust Funds, 

• Protect Quality Care for Beneficiaries, and 

• Sustain Beneficiary Entitlement and Enrollment 

HRSA Core Business Functions 

HRSA’s primary core business function is the awarding of grants to grantees providing critical 
primary health care services to the underserved. HRSA also maintains significant network and 
data banks including the Organ Procurement and Transplant Network (OPTN) and the National 
Practioner Data Bank (NPDB). 

IHS Core Business Functions 

The mission of IHS, in partnership with American Indian and Alaska Native people, is to raise 
their physical, mental, social, and spiritual health to the highest level. The goal of IHS is to assure 
that comprehensive, culturally acceptable personal and public health services are available and 
accessible to American Indian and Alaska Native people. 

IHS’ core mission areas by priority are the following: 

• Provide Health Services 

• Improve Health Status 

• Assure Partnerships and Consultations with 1/T/Us 

• Perform Core Functions and Advocacy 

IHS’ approach to development and implementation of a BCCP consists of a streamlined, template 
approach. This is designed to allow each respective Area, Site, or Medical Facility’s Y2K 
coordinator or director or designee to identify and define core business processes that are 
dependent upon laboratory equipment, biomedical devices, infrastructure components, 
telecommunications resources, and RPMS software and computer equipment. These processes 
are integral in delivering high quality, uninterrupted or minimally disrupted patient care, and in 
supporting revenue generation. 
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NIH Core Business Functions 

NIH has completed a draft of its Y2K BCCP that describes how NIH will continue to conduct its 
critical business processes into the Year 2000 in the event of unanticipated Y2K system failures. 
These business processes are organized into the following core program areas that are critical to 
the accomplishment of the NIH mission to support and conduct research: 

• Intramural Research - e.g. laboratory research, patient and animal care 

• Extramural Research - e.g. grants management and research and development contracts 

• Administration - e.g. financial management, acquisistion,a nd logistics support 

• Infrastructure - e.g. computer center, telecommunications/networks, and research 

laboratory/facility support 

The draft Y2K BCCP describes NIH's Y2K planning approach, its critical business processes and 
the mission critical systems that support them, and provides guidance for completing Y2K 
contingency plans for each core program area. NIH has selected TRW (formerly BDM) to 
provide assistance with Y2K BCCP activities based on their Y2K contingency planning 
experience at FDA. 

OIG Core Business Functions 

The OIG core business functions are the following: 

• Conduct audits, investigations and inspections 

• Provide Secretarial protection 

PSC Core Business Processes 

PSC has developed core business functions for each of its service areas: Administrative 
Operations Service, Financial Management Service, Human Resource Service, and Office of the 
Director. The core business functions include the following: 

• Provide space and building management services for Parklawn Building, Personal 
Property Facility and Park Building. 

• Provide pharmaceutical, medical, and dental supplies to both HHS and external customers. 

• Provide telecommunications, network, and desktop computing services to both HHS and 
external customers. 

• Provide electronic funding and cash management service to organizations receiving HHS 
grants and contracts, as well as grants from nine other Federal agencies. 

• Process personnel and pay-related transactions and maintain personnel/pay records for 
both HHS and external customers (civil service employees). 
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SAMHSA Core Business Functions 

SAMHSA’s primary core business function is the awarding of grants and contracts to develop and 
disseminate knowledge on service delivery, and to improve the quality and availability of 
substance abuse prevention and treatment as well as mental health services. 

Milestones and Sehedules of Business Continuity and Contingency Plans 

ACF Milestones and Schedule 

ACF submitted an extensive BCCP for the entire agency on April 15, 1999. ACF has also 
submitted disaster recovery /contingency plans, developed in conjunction with the ACF program 
offices, for each of ACF's mission critical systems. The IV&V contractor assisted and supported 
the development of the contingency plans. These plans identify specific triggers, timeframes, 
dependencies, and remediation actions for specific Y2K-related partial or complete system 
failures. 

ACF believes the plans will adequately ensure business continuity should any or all of these 
systems experience Y2K-related problems. GATES and AFCARS are dependent upon the 
disaster recovery procedures of NIH DCRT in the case of an infrastructure failure. However, a 
BCCP was developed for GATES that provides comprehensive information on the failure 
scenarios that might affect the system. In addition. Central and Regional offices that have 
responsibility for various pre- and post-GATES grant-making work have analyzed failure 
scenarios that might occur in this work. TROS, EVS, and FPLS are dependent upon the disaster 
recovery procedures of SSA MISF in the case of an infrastructure failure. CSENet and RHYMIS 
operate on their own respective infrastructures (the systems are essentially networks of PCs) and 
are not dependent upon outside entities. BCCPs were developed for these systems to provide 
comprehensive information on the failure scenarios that might affect these systems. 

In addition, ACF is developing partnership plans to assist States and localities deliver services in 
five key programs: TANF, Child Support Enforcement, Child Care, Child Welfare, and LIHEAP. 
ACF will report on plan activities throughout the year. 

AHCPR Milestones and Schedule 

AHCPR’s contingency plan is to modify the existing GIANT and other Agency legacy business 
systems software, modify data files, and provide a work around for non-Y2K COTS software to 
provide the Agency the needed functions of these applications. The schedule for the BCCP is 
below: 


BCCP Detailed Plan in place 
BCCP Design Phase complete 
BCCP Development Phases complete 
BCCP Implementation Phase complete 


April 1999 
May 1999 
June 1999 
August 1999 
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AOA Milestones and Sehedule 

The Business Continuity and Contingency Plan for AOA’s mission critical systems is the AOA 
Continuity of Operations Plan, in effect since 1995. The Plan entails the manual process of 
awarding grants and making grant actions, including the manual transfer of data to the CORE 
accounting system. 

CDC Milestones and Schedule 

CDC has approached the Year 2000 contingency planning on a multi-tier level based on the 
probability of needing to invoke the plan and the consequences of each systems’s failure. The 
framework consists of four levels: 

• Tier 1 - Enterprise Contingency Plan 

• Tier 2 - Individual Plans for Mission Critical, High Time Sensitivity Systems 

• Tier 3 - Individual Plans for Mission Critical, Low Time Sensitivity Systems Not 
Currently Year 2000 Compliant 

• Tier 4 - Mission Critical and Low Time Sensitivity Systems Currently Year 2000 
Compliant 

Due to the nature of CDC’s mission based largely on collecting, processing, analyzing, and 
reporting on retrospective health event data related to public health, many of the agency’s mission 
critical systems are not subject to a high degree of time-sensitivity (Tier 3 and Tier 4 systems). In 
other words, system disruptions of days, weeks, and in some cases even months, can be endured 
without catastrophic consequences. Consequently, these systems have been identified and the 
contingency plans for them consist primarily of suspending processing while remediation takes 
place, switching to manual processing, or an alternative back-up system. 

CDC has completed the contingency plans for all Tier Levels. The plan is available at the 
following web site; httn://www.cdc.gov/v2k/v2khome.htm. This plan will be updated to ensure 
that CDC’s business processes are fully discussed and appropriately ranked for business 
continuity and contingency planning purposes. 

FDA Milestones and Schedule 

Below is the listing of the FDA schedule for contingency planning including activities that FDA 
has completed: 

• Identify core program areas Complete 

• Develop draft strategic business continuity and 

contingency plan Complete 

• Develop system-level contingency plans for 

mission critical systems Complete 
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• Develop a high level contingency plan for 

its technical infrastructure Complete - August 31, 1998 

• Conduct business impact analysis on critical 

business processes Complete - September 15, 1998 

• Develop low-level contingency plans Complete - October 31, 1998 

• Develop detailed business continuity and contingency 

plans for critical business processes Complete - December 15, 1998 

• Pilot test of contingency plan for the Center for 
Veterinary Medicine’s Pre-Market Review and Approval 

Process and Post-Surveillance reporting process Complete - April 12, 1999 

• Complete testing of all business process contingency 

plans September, 1999 

HCFA Milestones and Schedule 

HCFA is continuing to follow a four phase model (initiation, business impact analysis, 
contingency planning and validation) in developing its Business Continuity and Contingency 
Plan. During this past quarter HCFA completed the third phase, develop contingency plans. On 
April 1, 1999, HCFA released its Agency-wide Year 2000 Business Continuity and Contingency 
Plan (BCCP), Version 4. 

In the upcoming quarter, HCFA will focus on phase four: Validation and Testing. HCFA plans to 
validate the appropriateness of its contingency plans by applying testing scripts to the individual 
contingency plans. HCFA expects to refine the plans based on the outcomes. The goal is to 
complete the final phase by June 30, 1999. 

As part of HCFA’s emphasis on partners, HCFA is conducting a review of Medicare Carrier and 
Fiscal Intermediary contingency plans. In October 1998, HCFA instructed Medicare contractors 
to undertake a contingency planing program. On April 8, 1 999, HCFA began examining all 
Medicare Carrier and Fiscal Intermediary contingency plans, placing emphasis on reasonableness 
and completeness of individual plans, HCFA plans to provide guidance and assistance to those 
organizations that appear to have not adequately staffed and completed contingency planning. 
Also, HCFA is requiring all Medicare managed care organizations to submit contingency plans to 
HCFA by July 15, 1999. 

HCFA has increased its level of effort for review and assistance offered to State Medicaid 
Agencies, The goal is to offer as much assistance as possible to help ensure continuity of 
Medicaid payments and continued access to services. HCFA has provided State agencies 
instructions to prepare business continuity and contingency plans and is requesting State agencies 
to submit their plans by June 1 , 1 999. HCFA will review these plans to gain a better 
understanding of States’ plans to assure continuity of their health care programs in the unlikely 
event of systems failures. HCFA has contracted for Medicaid-related Independent Verification & 
Validation (IV&V) services to assess the status of States. Site visits are in progress. HCFA is 
also establishing a contract to provide technical assistance to States on contingency planning. 
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HRSA Milestones and Sehedule 

The objective of HRSA’s Business Process and Contingency Plan will be to safeguard HRSA’s 
ability to produce a minimum acceptable level of outputs and services if problems occur with 
business systems that may be affected by Year 2000 induced computer system problems. 

HRSA’s Schedule of Contingency Planning Activities 

• Preliminary Business Impact Analysis Completed August 1 998 

• Draft Business Continuity and Contingency Plan October/December 1998 

(Internal Review January/February 1999) 

• Technical Infrastructure Risk Assessment and 

Contingency Plan February 1999 

• Comprehensive Business Continuity and 
Contingency Plan 

- contract awarded to Mitretek April 1999 

- working plan in place August 1999 

HRSA is committed to the Independent Validation and Review examining the Contingency Plan 
of each of the mission critical systems. Each of HRSA’s mission critical systems currently has a 
contingency plan in place. 

The IV&V process for each system began in March 1999 and should be completed by June 15, 
1999. The following systems will have an IV&V: GEMS, BCHDANET, HEALIS, National 
Practitioner Data B^ik, and OPTN. 

IHS Milestones and Schedule 

IHS submitted Prototype BCCP planning documents on March 31,1 999. IHS distributed 
Prototype BCCP templates for Headquarters, Area, hospitals and clinics to all Area Y2K 
Coordinators and also made them available on IHS’ web site. IHS national staff made site visits 
to Phoenix, Aberdeen, California, and Billings Area to provide training and assistance. A two- 
day BCCP training was provided to Navajo Area on March 31, 1999 and another is scheduled for 
Alaska Tribes at the end of April. 

IHS milestone schedule is below: 

• Complete BCCP June 30, 1 999 

• Test BCCP July 30, 1999 
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NIH Milestones and Schedule 

Milestone 


Identify core program areas 

Develop system-level Y2K contingency plans for mission 
critical systems 

Develop draft NIH-wide Y2K BCCP 

Receive comments back from functional managers on draft Y2K 
BCCP 

Complete Y2K business impact analysis on critical business 
processes 

Complete Y2K business process continuity contingency plans 
for critical business processes 

Complete testing of business process contingency plans 


OIG Milestones and Schedule 
Milestone 

• Identify core program areas 

• Develop draft strategic business continuity and contingency plan 

• Conduct Business Impact Analysis on critical business processes 

• Develop Business Continuity and Contingency Strategic Plan 

(Vl.O) 

• Develop Business Process Continuity Plans 

(Vl.O) 

• Assess/Test Business Process Continuity Plans (V 1 .0) 

• Update Business Process Continuity Plans 

(V2.0) 

• Update Business Continuity and Contingency Strategic Plan 

(V2.0) 

• Test Business Continuity and Contingency Strategic Plan 

(V2.0) 


Target Date 

Complete 

Complete 

Complete 

Complete 

April 1999 

June 1999 

July 1999 

Target Date 
Completed 
Completed 
Completed 
Completed 

April 30, 1999 

May 31, 1999 
June 15, 1999 

June 30, 1999 

July 31, 1999 
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PSC Milestones and Schedule 

The PSC has adopted the structured approach to Y2K business continuity planning as defined by 
the General Accounting Office (GAO). 

PSC’s initial step in the development of its BCCP was identifying the PSC lines of business, the 
core business processes essential to each Service. For each core business process in the BCCP, 
the BCCP identifies business-essential systems and infrastructure components used to carry out 
each process. Also, it identifies Y2K failure scenarios relevant to the core business process, 
estimates the degree of impact on the business process as high, medium, or low, and identifies the 
nature of the impact. Within each Service, staff have been identified and are performing the 
required analyses and developing approaches for addressing risks. 

Business Continuity Plans, PSC systems or infrastructure contingency plans are scheduled to be 
completed and tested by May 28, 1999. 

SAMHSA 

SAMHSA’s current Business Continuity and Contingency Plan calls for manual processing if a 
Year 2000 failure occurs until the Year 2000 problem is corrected. To ensure that SAMHSA will 
be able to continue with its criticla business processes, the Division of Grants Management 
(DGM) and Division of Contracts Management (DCM) are currently updating these plans for 
Year 2000 impact. As part of this business impact update, DGM and DCM will define the 
minimum acceptable level of outputs and services for each critical process. 

VI. Exception Report on Systems. 

Provide a brief status of work on each mission critical system which is not year 2000 compliant that is either (1) 
being replaced and has fallen behind the agency’s internal schedule by two months or more, or (2) being repaired and 
has fallen behind the agency’s milestones by two months or more. 

a. If this is the first time this system is reported, include: 

1 . An explanation of why the effort to fix or replace the system has fallen behind and what is 
being done to bring the effort back on schedule. 

2. The new schedule for replacement or completion of the remaining phases. 

3. A description of the funding and other resources being devoted to completing the 
replacement or fixing the system. 

Please see Section VII. 
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b. If this system has been previously reported and remains behind schedule, include; 

1 . An explanation of why the system remains behind schedule and what actions are being 
taken to mitigate the situation. 

2. A summary of the contingency plan for performing the function supported by the system 
should the replacement or conversion effort not be completed on time. Indicate when the 
contingency plan would be triggered, and provide an assessment of the effect on agency operations 
should the system fail. If you do not yet have a contingency plan, indicate when it will be in place. 

If your agency has completed an agency-wide plan which includes this information, provide a copy 
of in lieu of providing the information. 

The HCFA systems reported on in the February Quarterly Report have been certified as Y2K 
compliant. 

VII. Systems scheduled for implementation after March 1999. 

Please include a list of those mission critical systems where repair or replacement cannot be implemented by the 
March 1999 deadline. The list should include: 

a. The titles of the systems. 

b. A brief description of what the system does. 

c. The reason that the system cannot be implemented by the deadline. 

d. A summary of the contingency plan for performing the function supported by the system should 
the replacement or conversion effort not be completed on time. Indicate when the contingency 
plan would be triggered, and provide an assessment of the effect on agency operations should the 
system fail, including anticipated problems. If you do not yet have a contingency plan, indicate 
when it will be in place. 

HCFA mission critical external system 

Of the 75 systems certified, one ( I ) contractor certification was not accepted by HCFA until 
April 23, 1999. This contractor is Mutual of Omaha - Part A Intermediary on the Arkansas 
Standard Part A System (APASS). Mutual of Omaha has implemented its Y2K compliant 
system. Additional future date testing was completed April 23, 1999. 

IHS mission critical system 

The Resource and Patient Management System (RPMS) is scheduled for completion at the end of 
June 1999. 

The Resource and Patient Management System (RPMS) is the heart of the medical facilities 
information resource management activities for the IHS, Tribal, and Urban health programs. 
RPMS consists of modules that are developed, maintained, and distributed nationally, and 
installed locally at the health care facility. 

IHS has three unique and extremely important challenges, which dramatically affect the 
implementation of RPMS throughout all IHS, Tribal, and Urban facilities. First, many of the 
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people served by the IHS live in some of the most remote areas in 35 different States across the 
nation. Secondly, unlike many organizations where implementation of Y2K compliant software 
is installed at only a single or few facilities, RPMS implementation is required at 101 IHS 
operated facilities and 175 Tribal and Urban facilities. Finally, IHS is not only addressing the 
Year 2000 issues in the IHS direct facilities for which we are responsible, but IHS is also actively 
involving all of the Tribes and Urban programs who have elected to assume responsibility under 
Indian Self Determination for the delivery of services in their own communities. 

IHS has engaged in an unprecedented outreach effort to raise awareness and provide information 
and technical assistance to the Tribal and Urban facilities for which IHS has little authority or 
control. To support outreach activities to Tribal and Urban Indian programs, a Y2K resource kit 
with videos, brochures, and references was produced and distributed to nearly 1100 addreses. A 
Y2K web site was established rhttD://www.ihs.cov/v2k') that is continuously updated to provide a 
common source of pertinent information for IHS, Tribal, and Urban Indian programs. IHS is 
projecting that IHS direct facilities will complete implementation by April 30, 1999, and have set 
a target date for Tribal and Urban facilities to complete implementation by June 30, 1999. Thus, 
these facilities will be Y2K ready well in advance of the new millennium. 

IHS health care facilities have contingency plans for their Automated Information Systems (AIS) 
which must be in place by June 30, 1999. Since the Year 2000 problem poses a number of new 
and unique threats to the continuity of information systems, current contingency plans are being 
reviewed for appropriateness and updated as needed. Contingency plans include the identification 
of potential problems, their impact on mission-critical systems, and policies and procedures to 
minimize any potential disruption in operations. National, area, and facility level Automated 
Information Business Resumption Teams (AIS/BRT) composed of technical experts are 
developing and implementing Year 2000 contingency plans for AIS systems. Membership of the 
AIS/BRT includes the RPMS Systems Manager, Information Security Officer, supervisor of 
telecommunications, and network manager. The AIS/BRT will coordinate their efforts with the 
Business Continuity Plarming Workgroup (BCPW) so that AIS contingency plans are integrated 
into the over-all health care facility’s Year 2000 Contingency Plan. 

PSC mission critical system 

The Legacy Payment Management System (PMS) is scheduled for implementation at the end of 
June 1999. 

The Payment Management System (PMS) offers a complete package of grant payment 
management services that includes payments, grant accounting, cash management, interface with 
agency financial management systems, specialized accounting reports and transaction, and detail 
accounting transaction documentation for core accounting systems. The PMS interfaces with the 
HHS operating divisions and cross-serviced agencies. 

It was anticipated that the Re-engineered Payment Management System would be fully 
operational well before January 1 , 2000, thus avoiding any Year 2000 (Y2K) compliance issues. 
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Unfortunately, progress on this initiative has been slower than anticipated. In the Fall of 1998, the 
ASMB in conjunction with PSC determined it was necessary to reevaluate which system would 
be the Y2K compliant system. To that end, PSC acquired expert outside advice and the resultant 
decision was to remediate the Legacy PMS. PSC is focusing all its efforts on that activity. Until 
the Y2K compliance of the Legacy PMS is certified, in-house resources have been redirected 
away from the Re-engineered developmental effort. 

A fully documented contingency plan for the legacy Payment Management System is contained in 
PSC’s BCCP. A summary of those contingencies follows: 

Use paper forms and manual transmission modes to process transaction if customer 
systems and FMS infrastructure are down. 

Use backup systems on PCs if FMS software is down. 

Reroute transactions to alternate facilities if primary Federal Reserve or Treasury sites are 
down. 

Use two processing routes (ACH, ECS) as backup to each other if one is down. 

Equip essential personnel with PCs to work at home if telephone service is down or 
facility is not accessible. 

The contingency plan will be triggered when the system is down for two (2) days. 

VIII. Other Management Information. 

a. On the first row, report your estimates of costs associated with year 2000 remediation, including 
both information technology costs as well as costs associated with non-IT systems. Report totals 
in millions of dollars. (For amounts under $10 million, report to tenths of a million.) 

b. If there have been dramatic changes in cost, please explain. 

On the next page. Exhibit 9, shows the current cost estimates, with explanations of changes, for 
the Year 2000 remediation, contingency planning and implementation, IV&V, and outreach. 
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c. If there have been significant changes to your agency’s schedule, changes in the number of mission 
critical systems, changes to the number of systems behind schedule, please explain. 

The changes in the number of mission critical systems are described in Section I of this report. 

d. Are there any concerns with the availability of key personnel? 

Because of the concern for adequate staffing, the Department has taken additional steps to recruit 
and retain Y2K staff. The Office of Personnel Management (OPM) has granted a revision of the 
delegation of authority to the Department waiving dual compensation rules for retirees. The 
revision expands covered job categories beyond systems analysts, to include project managers, 
analysts, and health insurance specialists. With this expanded authority, HHS may hire up to 75 
re-employed aimuitants. PSC has hired one re-employed aimuitant. HCFA has hired 41 re^ 
employed annuitants. HCFA recruitment of these re-hires is primarily for work in regional offices 
supporting on-site efforts and oversight of Medicare contractors. 

e. Are there any other problems affecting progress? 

HCFA is concerned about the possibility of Medicare contractors, fiscal intermediaries, and 
carriers leaving the program and notifying HCFA of their intent after June 1999. If this were to 
occur, then workload would have to be transferred to another contractor. 

HHS also has a concern about the compliance status of State and local governments and entities 
that operate programs on behalf of the Federal government. Section 11. j. provides information on 
HHS’ work on this issue. 

f Change Management Section: Minimizing Regulatory and Information Technology Requirements 
that Could Affect Progress on Fixing the Year 2000 Problem 

HHS is reviewing statutory or regulatory requirements for HHS programs, particularly Federally- 
supported, State-run programs to identify any that should be postponed because these activities 
could complicate the Year 2000 efforts, divert resources from fixing systems, or otherwise 
aggravate the problem. The Department will inform the Office of Management and Budget and 
the President’s Council for Year 2000 Conversion of those identified and the steps necessary to 
implement the postponement. 
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Mr. Horn. Well, you are right. They do. We only had two major 
programs that were 100 percent and that was Social Security and 
the Weather Service. So you can get your Social Security check 
down in Miami and the weather will be nice, so— [laughter.] 

Ms. Snyder. OK. 

Mr. Horn. Except if you have been in Miami in the summer, you 
know there is no weather nice down there. 

Ms. Snyder, in your statement you say you are currently using 
commercial off-the-shelf software to identify many of the same pay- 
ment errors that would be identified by a recovery auditor. What 
benefits are you deriving from this software and how would a pri- 
vate recovery audit firm impact your efforts? 

Ms. Snyder. We have delivered a benefit from our correct coding 
initiative we started in 1996. I believe the cumulative savings have 
been identified at around $830 million, about $280 million annu- 
ally. We also recently purchased or leased, if you will, some addi- 
tional software edits which we are just now working through to 
make sure they satisfy Medicare policy before implementing them. 
So we don't yet know what the return on that particular invest- 
ment will be, although we anticipate that it will be a good return 
on the investment. 

It is an interesting question in how would recovery audit affect 
that. I think it is two different parts of the continuum, if you will. 
Most of these edits are focused at a pre-pay review and so they are 
to catch the error before it actually happens. So those edits are 
aimed at pre-payment. The post-pay audit would be looking at pay- 
ments that got through that edit screen and went out the door and 
that we would need, then, to recover. 

So I think they are two different parts of overpayment reduction. 

Mr. Horn. Now has any of this been discussed with your author- 
izing committee or your Appropriations subcommittee, in terms of 
the systems you have developed and the attempt to remove the er- 
rors on overpayments? Has that question come up before either 
your authorizers or your appropriators? 

Ms. Snyder. I know that there have been discussions with them, 
certainly, over time. I haven't been party to any of those discus- 
sions, but I know that there have been questions about automated 
edit savings, recoveries, and that sort of question. 

Mr. Horn. To improve a particular computer system and their 
human resources that go with that, do you have to go to the Appro- 
priation subcommittees? Or do you have the authority, long-range, 
within Medicare, to do that? 

Ms. Snyder. There are really two types of funding authorities 
that we have. One, our administrative accounts are subject to the 
general appropriations process, which is where most of our soft- 
ware development would occur, would be in that annual appropria- 
tions process. We also have the mandatory funding and the Medi- 
care Int^rity Program, which is an appropriation that is funded 
for a period of time, for a continuing, indefinite, authorization. 

Mr. Horn. Now, as I understand your filing here in your written 
statement, you note that in fiscal year 1998, the Department of 
Health and Human Services reported estimated improper pay- 
ments of $12.6 billion. This amount was down from $20.3 billion in 
fiscal year 1997 and $23.2 billion in fiscal year 1996. What initia- 
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tives, just for the record, were used by the Department of Health 
and Human Services to reduce the estimated amounts of improper 
payments? How would you sum that up? 

Ms. Snyder. I would say that it was a combination of efforts. As 
you know, our error rate and our payments are a series of com- 
plicated kind of computations. I think probably, in terms of impor- 
tance, probably the correct documentation and billing, talking to 
providers to get them to understand how to bill certainly had, we 
think, a huge impact. We did a number of seminars. We went out 
to medical schools and talked to residents who were getting ready 
to establish practices about how to bill. So a lot of those kinds of 
educational ^orts. We also 

Mr. Horn. Well, that is a very important point. Has any software 
ever been provided by Medicare for medical school graduates? Or 
do they just leave that to the private sector and go find your own? 

Ms. Snyder. There are two answers to that question. One, we 
provide billing software free of charge so that people will know how 
to bill through billing agents and to our intermediaries and car- 
riers. But one of the things that we have done that I think is really 
innovative and it is going to have a pay-off is to put what is essen- 
tially computer-based instruction online for people to be trained in, 
again, how to bill claims, what are the right codes to use, and how 
do you get into the Medicare system. 

I think we have reached over 10,000 people at hundreds of sites 
in hospitals. We have done 44 live seminars to work on this prob- 
lem. We have reached more than 19,000 people this year alone. 
And if you look at our website, you might find it interesting. There 
is a pre-test and a post-test. We have actually been able to meas- 
ure knowledge increase from taking it. And if you are interested in 
the pre-test or the post -test, you can find it at 
www.Medicaretraining.com. And this is 

Mr. Horn. Mr. Kaplan will write that down and will give me a 
thorough analysis of that. You want to give him that again? 

Ms. Snyder. It is www.Medicaretraining— one word— .com. And 
it has been a very successful web location. People are going into it 
and using it, physicians and hospitals. 

Mr. Horn. Well, that is very helpful. In your statement, you said 
that you currently use commercial off-the-shelf software to identify 
many of the same payment errors that would be identified by a re- 
covery auditor. And I guess the question would be what benefits 
are you deriving from the software and how would a private recov- 
ery audit firm impact them? As I mentioned earlier that do we 
need a new development for this particular audit approach or is it 
satisfactory in the private sector already and being used by people? 

Ms. Snyder. My assumption would be that recovery auditors 
would have their own software tools to apply to a recovery audit 
and would not need special development. What would be important 
is that recovery auditors understand the use of the definitions of 
medical necessity and how Medicare claims are treated for pur- 
poses of payment, which would be different than just applying soft- 
ware to that evaluation. That is to look behind the face of the 
claim. 

Mr. Horn. My last question to you, Ms. Snyder, is, according to 
the April 1999 article in the Bureau of National Affairs Medicare 
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report, the Health Care Financing Administration has yet to issue 
guidance for health care providers to return funds they inappropri- 
ately received from Medicare. According to the article, providers 
that voluntarily identify overpayments attempt to send checks back 
to HCFA, only to have them returned. So, can you give us a sense 
of how vast that particular situation is in terms of dollars at stake? 
Or, how many people are involved in that? 

Ms. Snyder. I would need to get back with more specifics. 

Mr. Horn. OK, without objection, it would be put at this point 
in the record. 

[The information referred to follows:] 

A ccpy of our J une 1999 Program Memorandum, that gives instructions on track- 
ing and reporting procedures for unsolicited/voluntary refund checks from providers/ 
suppiiers, is provided here as an attachment to the transcript. 
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PROGRAM MEMORANDUM 
INTERMEDIARIES/CARRIERS 

Department of Heahh 
and Human Servkea 

Heahh Care Financing 
Administration 

Transmittal No. AB-99-33 

Date JUNE 1999 

CHANGE REQUEST 791 


SUBJECT: Tracking and Rraoiting Procedures for UnsolicitedA^oIuntary Refnnd Checks 
from Providers/Snppliers - Interim Instructions 

The purpose of this Program Memorandum (PM) is to provide general information and guidance on 
how to process unsolicited/voluntary refund checks received from providers/suppliers, including 
physicians and other practitioners. “Unsolicited/volrmtary reto^” will be referred to as “voluntary 
refunds” throughout the remainder of this PM. The process includes identi^dng, tracking, and 
reporting of these volimtary refunds. 

I. General Information— All Medicate contractors receive voluntary re&nds (i.e. monies received 
not related to an open accounts receivable). Fiscal intermediaries genially receive voluntary refimds 
in the form of an adjustment bill, but may receive some voluntary refimds as checks or reported as 
credit balances. (Furmer ^dance on credit balances will be forthcoming.) Carriers geneta% receive 
checks. Substantial funds are returned to the trust fimds each year through such volimtary refimds. 

n. OIG Initiatives-The Office of the Inspector General (OIG), working with the Department of 
Justice and the HealtG Care Financing Administration (HCFA), has two mitiatives to help combat 
health care fraud and abuse and to encourage health care providers to comply with the rules and 
regulations of Federal health care programs. These initiatives are: Compliance Program Guidances 
and Corporate Integrity Agreements (ClAs). The Compliance Program (^dances are voluntary 
while the ClAs are mandatory. Both initiatives are desim^ to ensure that the providers/suppliers 
refund inappropriately received Medicare monies backto the trust funds. Due to these new 
initiatives, it is anticipated that Medicare contractors will experience an increase in the number of 
voluntary refunds. 

Compliance Program Guidances are tailored to provide guidance, recommendations, and suggestions 
to health care prpviders/simpliers to assist in developing effective inter^ controls that promote 
adherence to applicable Federal and State law and the program requirements of Federal, State, and 
private health programs. These Guidances describe the fimdamentU elements of a compliance 
program. Among the suggestions and recommendations is that the health care provider/supplier 
should establish an intend self-monitoring process which will aid them in detecting potency 
fraudulent and/or abusive practices which result in overpayments due to the Me^^e program 
Currently, Compliance Ptog^ Guidances have been pubhshed for the following entities: hospitals; 
home health ^encies; climcal laboratories; and third-par^ medical billing companies. OIG will be 
issuing compliance program guidance for additional entities in the future. 

ClAs are entered into between a health care provider/supplier and OIG as part of a global settlement 
of a fiaud investigation. Under the CIA (which can be for a period rangmg from 3 to 5 years), the 
provider/supplier is required to undertake specific compliance obligatTons, such as designating a 
compliance omcer, undergo training, and audrtmg. Theprovider/suppher must report regarwig their 
compliance activities on an annual basis to OIG, which is responsible for monitoring the agreements. 
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Receiving and Processing Voluntary Refund Checks- 

Do not return any check submitted by a provider/supplier that is payable to the Medicare 
program. 

The following instructions do not supersede the present Carriers Manual - Part 2, §14017 and 
the Intermediary Manual - Part 2, §3974. IB that reference procedures for handling unsolicited 
refunds where there is a strong suspicion of fraud or an active investigation. 

Deposit ail provider/supplier checks within 24 hours of receipt in accordance with the Carriers 
Mmual - Part 1, §4414.3 and the Intermediary Manual - Part 1, §1416.3. This PM instruction 
will supersede the present Carriers Manual - Part 2, §7114. 1 and the Intermediary Manual - Part 
2, §2220.4 instructions. 

Upon deposit, apply monies against any established account(s) receivable. Make appropriate 
adjustments to the claims and/or the claim history file for the identified claims as you would 
normally do. Any unidentified portion of the check should be recorded in the account entitled 
“Other Liabilities’’ (suspense) per the HCFA-750 instructions. After performing the necessary 
research to identiw the associated claims for the remaining monies, apply the check to that 
account(s) receivable from the “Other Liabilities” account. 

To assist you in capturing the information for HCFA reporting to the OIG, we have provided 
Exhibit 1 (Overpayrnent Reftmd) which the OIG will be forwarding to all entities with whom it 
has a CIA to assist HCFA in capturing data when the provider identifies a refirnd is due. Retain 
hard copies of these to prepare the reporting needed in Exhibit 2 (Voluntary Reftmd Checks). 
You are not required to automate either exhibit. 

ExcentioH - Checks with Conditional Endorsements 

Conditional endorsonents are statemfflts on the foce of the check or associated correspondence 
with the check which might suggest that the payer has discharged its obligation by writing, 
“payment in full” or “paid in full” or fike phrases that the payer intends as 
satisfection/extinguishment of the debt. Guidelines from the General Accountiirg Office (GAO) 
suggest that agencies must be extremely careful to avoid an unintend«3 “accord and 
satisfaction”, i.e., an agreement to accept in full payment an amount less than the amount 
chdmed. 

The following instruction applies to checks with a conditional endorsepient: 

(1) To ensure that troaymoft of Medicare fimds is handled properly. Medicare contractors will 
deposit such a check within 4 business days from receipt in tne mail room . 

(2) Until the check is deposited, record the amount in “Undeposited Collections”, per the 
HCFA-750 instructions. 

(3) Contractors must immediately notify the d^or by certified mail the following statement: 
“This is to acknowledge the receipt of the repayment in the amount of SXX, check 
number XX. The matter is being investigated, however, the amount of the 
repayment may be insufficient to discharge the obligation and the debt may not be 
fully extinguished.” Thismay reouire more than one Tetter if the sender of the check is 
not the debtor or if the entity on whose account the check is drawn is not the debtor. In 
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those cases, somewhat dififerent letters will need to be sent in order to be fully responsive 
to the proposed resolution. Letters must be dated and issued prior to the date of any check 
deposit . The infrequent receipt of checks with conditional endorsements should not 
negatively impact your production process. The standard letters needed to meet this 
requirement should be generated from a pasonal computer. Therefore, no system changes 
are required for your current automated letter processing. 

(4) Simultaneously, the Medicare contractor should telephone the regional ofiBce (RO) for 
guidance concerning acceptance of the check and any further actions necessary. 

rv. HCFA Reporting Requirements-HCFA, will rrauire at a minimum, during FY 1999, that the 
data requested on the voluntary refund check report (Exhibit 2) for the 3 month period subsequent 
to the effective date of this PM and an additional report through September 30, 1999 fiimished to 
Office of Financial Management, Financial Services Group, Division of Financial Integrity . Exhibit 
2 can be done on an Excel spreadsheet, therefore no system changes are required at this time to 
capture the data. 

Exhibit 2 (Voluntary Refund Checks - Corporate Integrity Agreement) displays the reporting 
requirements for those providers/supnliers identified as having a”‘Corporate Integrity Agreement” 
with OIG. The following data shoiud be captured; the provider name(s) and adoress(es), and the 
total dollar amount of tefimds per provider during the reporting period. All voluntary refunds from 
providers/suppliers identified on the list provided by OIG Siould be reported on this report, in 
addition to those that identify themselves as having a CIA. 

V. Administrative Issues— Central office will fiimish the ROs a current list of the estimated 350 
providers having a CIA with the OIG at this time. The list will consist of the provider/supplier 
name(s), number(s), type of facility, contraaor specific identification name(s) and number(s). City, 
State, the years the a^eement is in effect, and the effective date of the CIA. The ROs will funiish 
the contractors the list of CIAs, along with instructions that the list should be reviewed whenever a 
voluntary refund is received. This listing will assist contractors in meeting HCFA reporting 
requirements whenever providers/suppUers under a CIA do not identify refunds as such. Ifydated 
CIA listings will be furnished to the ROs, for distribution to the contractors, as received from OIG. 

Contractors are to publish an article in their newsletter within 30 days of issuance of this PM. This 
article should inform all providers that if the data, as contained in Exhibit 1 (Overpayment Refimd) 
were furmshed when returning voluntary refund checks the monies would be credited timely and 
accurately. The article should also advise providers that if they are subject to a CIA they should 
report that when sending in a voluntary refund for credit and reporting to OIG. 

The effective date of all requirements within this Program Memorandum will be 30 days after 
issuance date. 

These instructions are to be implemented within your current operating budget. 

Contact person for this Program Memorandum is Maria Parmer (410) 786-S46S (or e-mail: 
mparmer@hcfa.gov). 

This Program Memorandum may be discarded June 30, 2000, 
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Mr. Horn. And then has the Health Care Financing Administra- 
tion developed guidance for the acceptance of these returned over- 
payments? 

Ms. Snyder. Yes, sir. We have. We have issued those instruc- 
tions to our contractors. 

Mr. Horn. And, so that has already gone out, that guidance? 
There is nothing else to do on that part? 

Ms. Snyder. I believe that there will be more to do and that we 
need to followup to make sure that the guidance is, indeed, being 
followed. We have given the instructions. 

Mr. Horn. OK, so we will hold the record open to get your re- 
sponse as to the degree to which it has been passed on to the con- 
tractors and the degree of achievement of the guidance that has 
been to-date. 

Ms. Lee, do you have any comments, listening to this dialog? 

Ms. Lee. No, sir. 

Mr. Horn. OK. Well, you have all been fine witnesses and we ap- 
preciate you coming. I think we have got a lot of detail in the 
record to give us a feel about how this system might work should 
it become law, so thank you very much for coming. 

We now go to the last panel of the day, panel three. And most 
of the audience has already left, so panel three, we can stay here 
for hours. OK, we have Mr. Dinkins, Mr. Kenny. Let us see. What 
happened to Mr. Kenny. He is accompanying you. OK. And Mr. 
Wilwerding is OK. Mr. Lyons, Mr. Booma, and Mr. Koehler. Good. 
Anybody behind you that needs to be sworn in besides Mr. Kenny? 
Anyone behind you? We might as well get them on the record. 
Clerk will get their names. 

Anyhow, raise your right hands, please. 

[Witnesses sworn.] 

Mr. Horn. OK, the clerk will note that the six prime witnesses 
and their back-up of three are sworn in. So we will start with Mr. 
Dinkins, the executive vice president of the Profit Recovery Group 
International. And he is accompanied by Mr. J ack Kenny, the di- 
rector for government of the Profit Recovery Group International. 
So, Mr. Dinkins, we are delighted to have you here. 

STATEMENTS OF PAUL DINKINS, EXECUTIVE VICE PRESI- 
DENT, PROFIT RECOVERY GROUP INTERNATIONAL, ACCOM- 
PANIED BY JACK KENNY, THE DIRECTOR FOR GOVERN- 
MENT, PROFIT RECOVERY GROUP INTERNATIONAL, INC.; 
DOUGLAS R. WILWERDING, CHIEF EXECUTIVE OFFICER AND 
PRESIDENT, OMNIUM WORLDWIDE INC.; TERRENCE LYONS, 
DIRECTOR OF ACCOUNTING, WALGREEN CO.; STEPHEN R. 
BOOMA, HEALTH CARE CONSULTANT; AND ROBERT 
KOEHLER, ATTORNEY-AT-LAW, PATTON BOGGS, ON BEHALF 
OF THE AMERICAN LOGISTICS ASSOCIATION 

Mr. Dinkins. Thank you, Mr. Chairman, for the opportunity to 
testify before this committee. 

Profit Recovery Group provides a unique perspective because we 
are the iargest and oniy pubiic company in recovery auditing. We 
audit severai triiiion doiiars in transactions annuaiiy; serve over 
3,000 dients, inciuding over haif of the Fortune 1,000 here in the 
United States; and we have over 2,300 empioyees in 23 countries. 
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Recovery auditing is a professional service pioneered by my com- 
pany roughly 28 years ago to identify and recover overpayments 
made to suppliers of goods and services. This practice has recov- 
ered billions of dollars in the private sector that would otherwise 
have remained undetected. The service is risk-free. Professional 
fees are paid from the proceeds of the recovered funds. The contin- 
gency fee basis for payment is the best possible approach we think 
because it focuses on performance and puts all of the risk on the 
contractor. 

It is a fact that every organization experiences overpayments. 
Overpayments typically occur as a result of human and systemic 
errors. Recovery auditing is most commonly applied by PRG in 
large environments. Error rates are typically small, however a 
small error rate becomes very meaningful in a large environment. 
For example, most large, private-sector organizations have an accu- 
racy level of 99.9 percent in the private sector. The error rate of 
0.1 percent becomes meaningful as it represents $1 million of loss 
for every $1 billion of purchase. 

As you have heard from prior testimony, government has already 
been benefiting from recovery auditing. The Army-Air Force Ex- 
change System has employed recovery audit services since the 
early 1980's. AAFES makes purchases of roughly $5 billion per 
year and the most recently completed audit of 1998 produced $25 
million in recovered moneys. To date, PRG has recovered over $114 
million for AAFES. 

We are now finalizing a recovery audit demonstration program 
for the Department of Defense. Approximately $25 million in over- 
payments have been identified to date with over $4 million of this 
amount recovered or in the process of being offset. The balance is 
in various stages of recovery. This represents a rate of recovery of 
0.40 percent or roughly $4 million per $1 billion of purchase. And, 
Mr. Chairman, this rate of recovery is pretty much synonymous 
with what we experienced at AAFES. 

The program within DOD is now being expanded to the balance 
of the Defense Working Capital Fund. In our view, the expansion 
was limited to the Defense Working Capital Fund because it is a 
revolving fund and all recovered moneys go back to the fund. We 
recommend expansion of the program to the balance of the appro- 
priated fund areas quickly to optimize benefits. Prior to the bill 
under review, there has been no incentive for an agency to conduct 
recovery audits in appropriated fund areas because moneys recov- 
ered would otherwise go back to T reasury. 

Summarizing the benefits to government, everyone wins. Agen- 
cies will have money returned. General government, through the 
Treasury, will recover funds. The taxpayer sees his money well- 
spent. And the Congress improves executive management. Flence, 
it seems impossible to question the value of expanding the process. 

Mr. Chairman, while we have suggestions to improve the lan- 
guage in this legislation, let me say at the outset that we very 
strongly support this bill. We believe that the concept has been 
well-tested over decades in the private sector— roughly 9 years at 
AAFES and in the current demonstration program. 

There are several recommendations in my written testimony and 
I would like to focus on only two of them. First, in section 3562, 
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we suggest changes to section 3. We respectfully submit that where 
the private sector has attempted to implement internally its own 
recovery audit programs, it is done only after years of experience 
with a professional service. Even private sector companies that 
have developed some internal capability have done so in conjunc- 
tion with ongoing external professional services. 

Next, in section 3564. This section is written with recoveries of 
appropriated funds in mind. Revision is suggested and required to 
specify how moneys from revolving funds would be treated, such as 
the Defense Working Capital Fund; AAFES, which is not an appro- 
priated fund; or FICFA, which is a trust fund. It is our understand- 
ing that all moneys, less contractor fees, should go back to these 
revolving funds. 

In summary, Mr. Chairman, we believe this legislation is both 
well-crafted and well-intention^. With the incorporation of the rec- 
ommendations proposed in our testimony, this bill will provide a 
powerful tool for all segments of government to recover overpay- 
ments, correct problems, enhance payment processes, and adopt 
private sector business practices. Thank you, Mr. Chairman. 

[The prepared statement of Mr. Dinkins follows:] 
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Congressional Testimony 
“Government Waste Corrections Act” 

June 29, 1999 
Paul Dinkins 
Executive Vice President 
The Profit Recovery Group Intemationai, Inc. 


Thank you Mr. Chairman for the opportunity to testify before this committee. My name is Paul 
Dinkins, Executive Vice President of The Profit Recovery Group Intemationai, Inc. (PRG). 

In my testimony I will provide: 

I. A walk-through of the “recovery audit” process 

II. Recommendations for improvements to the bill under discussion 

III. An update on our work within government 

I. The Recovery Audit Process 

Recovery auditing is a professional service pioneered by my company roughly 28 years ago as a 
safeguard against the financial leakage that occurs in the purchase and payment of goods and 
services. Recovery auditing is a professional service and an accepted business practice to 
identify and recovery overpayments inadvertently made to suppliers of goods and services. This 
practice has recovered billions of dollars in the private sector that would otherwise have remained 
undetected. The service is risk free. Professional fees are paid from the proceeds of the recovered 
funds. The contingency fee basis for payment is the best possible approach, we think, because it 
focuses on performance and puts all of the risk on the contractor. Private sector fees average 
approximately 30% of amounts recovered. Government programs to date have a contingency fee 
of 20.2% based on our GSA Multiple Award Schedule contract for Recovery Auditing. 

It is a fact that every purchase and bill paying organization, regardless of size or quality, 
experiences overpayments. Overpayments typically occur as a result of human and systemic 
errors. In our constantly changing environment as one problem is fixed another surfaces. A 
major role of the recovery audit process is to provide a Monday Morning quarterback’s view of 
why errors occurred and what can be done to mitigate them. TTiis is an extremely valuable side 
benefit of the process. 

Recovery auditing is most commonly applied in large purchase and payment environments. Error 
rates are typically small. However, a small error rate becomes very meaningful in large 
environments. For example, most large private sector purchase and payment organizations have 
an accuracy level of 99.9%. The error rate of .1% becomes meaningful as it represents $1 million 
of loss per $1 billion of purchases. 

Every day more large organizations utilize recovery audit professional services. We have served 
over half of the Fortune 1000 companies in the US and major companies in 22 other countries. 

Decades of experience demonstrate that the error rate in terms of identified and recovered 
overpayments has remained relatively static. It would be reasonable to assume that with systems 
advancements, error rates should be mitigated. However, the rapid proliferation of electronic 
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commerce has had two distinct effects. First, it has dramatically increased the amount of 
electronic media that can be interrogated using proprietary software to identify all errors. Second, 
errors that occur in an electronic environment are oft^ not limited to a single transaction, but 
rather repetitive across large volumes of transactions. 

Audits are conducted each year on prior year purchase and payment transactions. The process 
involves a complete review of all related transaction media such as supplier contracts, 
correspondence, purchase orders, invoices, paid history files, vendor statements, etc. These 
transaction records are reassembled as part of the audit including both physical and electronic 
media. Much of today’s purchase and payment transactions are electronic in nature. Therefore, 
sophisticated software applications are utilized to search historical records to identify potential 
overpayments along with other sources of documents that may be paper, microfilm, fiche, or 
images. 

Summarizing the benefits to the government; everyone wins. Agencies will have money 
returned, general government through the Treasury will recovery funds, taxpayer sees his money 
well spent, and the Congress improves executive management. Hence, it seems impossible to 
question the value of expanding this process. 

II. Recommendations for Improvements to the “Government 
Waste Corrections Act” 

Mr. Chairman while we have suggestions to improve the language in this legislation, let me say at 
the outset that we very strongly support this bill. We believe that the concept has been well tested 
over decades in the private sector, nine years at AAFES and in the current demonstration 
program. 

There are several recommendations we have to improve the current version of the bill including: 

1. §3561 (3). Change to include ov&rpzyvciQTiXs and under deductions 

executive agencies. . . 

2. §3562 (1). Recovery audit requirement - We recommend that the threshold for application of 
recovery audit services be increased from $10,000,000 to $500,000,000. The reason for this 
recommended change is that the potential for recovery for an executive agency of only 
$10,000,000 would be an estimated range of $10,000 to $40,000. These small amounts will 
not justify the administrative burden and program costs for everyone involved. 

Furthermore, we suggest changes to section (b) Procedures (3). The current language 
provides for “the head of an executive agency to conduct recovery audits directly, by 
procuring performance of recovery audits by contract or by any combination thereof.” We 
respectfully submit diat where the private sector has attempted to implement internally, it is 
done so only after years of experience with a professional service because there is no 
experience base or methods to deploy. Even private sector companies that have developed 
some internal capability have done so in conjunction with ongoing external professional 
services. 

3. §3563 (a). Recovery audit model programs - If the use of "model programs’ is meant to 
hasten implementation we are supportive. If however, it implies still another stage of 
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demonstration program, we think this will slow the process down. We there suggest 
elimination of “model.” 

4. §3563 (a) (1) change to read “be focused on agencies that represent the greatest possible 
benefit in terms of monies recovered; and (2). Change to read., .’’continue in, as in the 
private sector, as long as benefit is derived from the program in terms of monies recovered. 

5. §3564. This section is written with recoveries of appropriated funds in mind. Revision is 
required to specify how monies from revolving funds will be treated, such as the Defense 
Working Capital Fund, or HCFA Trust Fund. It is our understanding that all monies, less 
contractor fees, should go back to these revolving or no year money funds. 

6. §3565 (b) Awards - We recommend the language be modified in this section such that any 
cash award does not create a conflict with the performance of recovery audit services. It is 
our understanding that there are already programs in place to recognize and reward Federal 
Employees for outstanding performance. If the "awards” language in the Bill is to be 
retained, it should be specific as to "support and facilitation" of the recovery audit program, 
to ensure that Government and Contractor personnel are not working at cross-purposes. 

III. Update on Recovery Auditing Services within 
Government: 


The Profit Recovery Group provides a unique perspective on the recovery audit industry because: 

■ We are the largest and only public company in the industry with a market capitalization over 
$1.2 billion 

■ We bring world wide experience auditing several trillion dollars in transactions annually 

■ PRG has served over 3,000 clients including over half of the Fortune 1000 

■ Staff is comprised of over 2,000 employees in 23 countries 

■ PRG’s global practice spans 28 years of experience. 

As such, we understand industry best practices and norms and are well qualified to provide expert 
opinions on practices and policies related to the purchase and payment of goods and services. 
Based on our experience to date, we believe that government will benefit from recovery auditing 
even more than the private sector. 

On average, our practice in the private sector recovers approximately .1% of annual purchase 
volumes or $1 million per $ 1 billion of annual purchases. 

Government has already benefited from recovery auditing. In fact, the Army Airforce Exchange 
System (AAFES) has benefited from recovery audit services since 1991. AAFES makes 
purchases of roughly $4.95 billion per year. The most recently completed audit of 1998 
purchases and payments yielded $24,455,909 in recovered monies or .49% of purchases ($4.4 
million per $1 billion of purchases). To date, PRG has recovered over $100 million for AAFES. 

We are now finalizing a recovery audit demonstration program for the Department of Defense. 
Approximately $29 million in overpayments have been identified to date with over $4 million of 
this amount recovered or in the process of being offset. The balance of $25 million is in various 
stages of recovery. This represents a rate of recovery of .48% or $4.8 million dollars per $1 
billion of purchase. The program within DoD is now being expanded to the balance of the 
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Defense Working Capital Fund. In our view, the expansion was limited to the DWCF because it 
is a revolving fond and all recovered monies go back to the fond. We recommend expansion of 
the program to the balance of the appropriated fund areas quickly to optimize benefits for DoD. 
Prior to the bill under review, them has been no incaitive few an agency to conduct recovery 
audits in appropriated fund areas because recovered monies for the most part would go back to 
Treasury. 

We do not have a broad enough sampling of results within Government to accurately project the 
benefit of the program. However, we can very safely estimate the range of benefit to be at 
minimum the .1% experienced in the private sector up to and beyond the .48% cuirently 
experienced with the DoD demonstration program. Wc understand that there will be different 
issues and opportunities for different types of purchases audited. It is also worth mentioning that 
we typically produce higher results in the second and third years with a new client based on 
improved information access, understanding of the client and greater participation and support by 
the client. Therefore, we estimate the rate of recovery across audit of government payments for 
goods and services to be in the range of .3% or $3 million per $ 1 billion of annual purchases. 
Having said that, we believe that the largest single opportunity for recovery of overpayments is 
within HCFA. Internal government reviews of HCFA have indicated significant overpayments. 

Using the .3% estimated rate of recovery, annual benefit fiom program expansion to all of the 
Department of Defense alone is $5 10 million. This is based on annual DOD purchases of goods 
and services of $170 billion. The first year of program expansion would produce an added 
benefit because at minimum, the last three fiscal periods of purchases and payments be 
aiuiited at one time producing a one-time recovery of SI. 53 billion. 

We are now just beginning a program with the U.S. Department of Veteran’s affairs with 
purchases of approximately $4 billion annually. The first program implementation will cover the 
most recent three years or roughly S12 billion in purchases. PRG provides services to over 600 
other healthcare providers. 

I have recently provided testimony to The Subcommittee on National Security, Veterans Affairs, 
and International Relations on June 16* on reasons to reform the Prompt Payment Act. We 
believe these recommendations will greatly enhance the government’s ability to take advantage of 
cash discounts, improve cash management, and reduce interest penalty paid. In hc% one 
recommendation alone will save the Department of Defense in excess of $100 million aimually in 
cash discounts. As our work within government progresses we will continue to highlight 
recommendations that will improve business practices and mitigate future overpayments. 

Summary 

In summary, hfr. Clmirman, we believe this legislation to be both well crafted and well 
intentioned. With the incorporation of the recommendations proposed in our testimony, this Bill 
will provide a powerful tool for all segments of the government to recover overpayments, correct 
problems, enhance payment processes, and adqjt private sector business practices. This will 
result in an ongoing process providing the recovery of billions of dollars that would otherwise 
remain undetected. 

Thank you Mr. Chairman. 
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Mr. Horn. Well, I thank you. I am very impressed by the de- 
tailed recommendations you have made and that is going to be very 
helpful to us when we offer a manager's amendment, namely mine, 
to the markup. And so thank you very much for delving into that. 
I appreciate it. And we always welcome any of you that have some 
comments on the specific language of the bill. That is most helpful 
to us. 

We now go to Mr. Wi I wording. Thank you very much for coming. 
He is the chief executive officer and president of Omnium World- 
wide I nc. 

Mr. WiLWERDiNG. Thank you, Mr. Chairman, and good afternoon. 
On behalf of all the people at Omnium Worldwide, founded 30 
years ago, I want to offer into testimony our suggestions and our 
analysis of this legislation and the important impact it can have on 
the Federal Government. 

Omnium Worldwide is both a domestic and international special- 
ist in cost containment and receivable management issues. 
Omnium has offices in nine States as well as in Sao Paulo and Rio 
dej aneiro, Brazil, and Mexico City, Mexico. We operate on issues 
from overpaid insurance claims to precharge often delinquent ac- 
counts. Omnium recovers hundreds of millions of dollars each year 
for our clients. 

I have been asked to speak today because of my 14 years of expe- 
rience in this industry. I commend the committee's desire to ad- 
dress the problem of overpayments within Federal agencies. My ob- 
jectives today are as follows. First of all, to testify on the need for 
overpayment identification and recovery within Federal agencies. 
Second, to outline the size and potential of the overpayment mar- 
ket, specifically in the private health care industry, and the pur- 
pose of extending this potential to Federal agencies. Third, to speak 
on everyday practices of overpayment recovery in the private sec- 
tor. And, finally, to offer some suggested changes to the language 
of H.R. 1827 that may enhance the effectiveness of the legislation. 

Our company's existence and that of the industry specifically 
formed around the identification and recovery of medical benefit 
overpayments is a testament to the problem in the marketplace 
and the need for this legislation. As d^ined, overpayments are not 
fraud, but common administrative and clerical errors, as I believe 
Ms. Snyder pointed out earlier today. One of our companies. Accent 
Insurance Recovery Solutions is the leading provider of overpay- 
ment identification and recovery for commercial insurers, managed 
care, and self-funded organizations. 

Health care benefit overpayments occur when funds are paid out 
errantly. Numerous reasons exist for these overpayments, includ- 
ing duplicate payments, payments to ineligible beneficiaries, cal- 
culation errors, and payments to wrong providers. The vast major- 
ity of these dollars do not deal with medical necessity. These types 
of overpayments are a large percentage of the estimated $12.6 bil- 
lion overpaid by Medicare in 1998. 

Private overpayment recovery firms employ state-of-the-art pro- 
prietary technology to identify, validate, and recover claim overpay- 
ments. Commercial payers outsource these functions because they 
are not the competency of the payor, pursuing these claims is not 
a cost-effective allcxation of resource of the payor, and the capital 
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investment to develop the technology infrastructure to carry out 
these functions is not a primary investment. Given that private 
payers use these services on a contingency fee basis, there is no 
fund outlay to realize the benefits of the service. The entire burden 
of the function falls on the vendor or contractor. 

I n the majority of cases, Accent is asking the provider of service, 
physician, hospital or clinic for the refund. Both expertise and pro- 
fessionalism are mandatory as we work with the largest providers 
across the country daily, resolving both clear-cut and complicated 
overpayment situations. These cooperative relationships are of 
paramount importance to the provider, the payor, and our com- 
pany. The result is a very high recovery rate and no provider com- 
plaints. 

Estimates are that 4 percent of total claims paid by the private 
health insurance sector are overpaid. This results in nearly $7.6 
billion in overpayments for commercial payers. Contrast this with 
the reported 7 to 16.5 percent error rate for Medicare. The dollars 
available for identification and recovery are staggering. And, at 
this point, Mr. Chairman, I would like to offer in that I do state 
the 7.5 to 16.5 percent. There is record of 16.5 percent being the 
actual error rate when Medicare includes not just claims that are 
entirely overpaid, but also those that are partially overpaid, which 
does raise the estimate of dollars being lost to overpayment annu- 
ally. 

Private recovery firms average recovery rates between 50 and 70 
percent of dollars validated as overpaid. We believe the success in 
the private sector can be mirrored in the public sector. Private re- 
covery firms recover from the same providers that are being over- 
paid by Medicare. The claims payment errors are being made by 
fiscal intermediaries and carriers hired by HCFA to administer the 
claims. These contractors are the very same carriers who hire pri- 
vate recovery firms to recover their overpaid dollars on their com- 
mercial insurance portfolio. 

Over the last 3 years, the estimate is that HCFA has overpaid 
some $56 billion in both fraud and waste. I n that same time period, 
recoveries from fines and restitutions have dropped 65 percent 
from 1997 to 1998, down to $321 million. Recoveries for the first 
half of 1999 are estimated at $176 million. By employing private 
recovery firms, the Medicare Trust could realize conservatively bil- 
lions in savings in the next 3 years. 

H.R. 1827 is an important step toward implementing the manda- 
tory use of auditing firms. A few areas of emphasis would enhance 
the legislation and ensure success of this most important effort this 
committee is now undertaking. First, we suggest that both auditing 
and the recovery function be mandated. As the legislation currently 
reads, the recovery function is assumed, but not specifically stated. 
Auditing without recovery will not yield the results desired. 

Second, timeframe should be added to specify the appropriate 
lapse between the audit findings and the beginning of the recovery 
activity. This critical element determines the recovery success. 

Third, set-offs, while effective, are an extreme burden on provid- 
ers and their accounting systems and I wish Mr. Walden was here 
with his experience in the hospital board. I am sure he would at- 
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test to the fact that the accounting of set-offs is very difficult for 
the provider to handle. 

Fourth, the committee should be very cautious in allowing agen- 
cies to opt out of the program. Deferrals will greatly reduce the re- 
coveries and available benefits from this prudent legislative act. 

Fifth, some types of overpayment, audit, and recovery may incur 
expense that exceeds the 25 percent fee cap. And here I echo Mr. 
Peterson's testimony. 

Finally, the committee should consider the financial net benefit 
and allow some fee arrangements to exceed the cap where appro- 
priate. 

FI.R. 1827 is a very important step in the pursuit of merging the 
private sector efficiency and expertise with the government im- 
provement opportunities. I appreciate the chance to address the 
committee and welcome any questions. 

[The prepared statement of Mr. Wilwerding follows:] 
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Good afternoon. Mr. Chairman, I want to thank you and the members of the 
committee for inviting me to testify today. 

My name is Doug Wilwerding. I am the Chief Executive Officer of Omnium 
Worldwide, headquartered in Omaha, Nebraska. Founded 30 years ago, Omnium is a 
domestic and international specialist in cost containment and accounts receivable. 
Omnium has offices in Arizona, Colorado, Illinois, Iowa, Minnesota, Nebraska, 
Wisconsin, Virginia, and Texas. Our international locations are Sao Paulo and Rio de 
Janeiro, Brazil and Mexico City, Mexico. 

From overpaid insurance claims to pre charge off and delinquent accounts. 
Omnium recovers hundreds of millions of dollars each year for our valued business 
partners. 1 was asked to speak to the committee today because of my twelve years of 
experience in the consumer debt and overpayment industries. 

I commend the committee’s desire to address the problem of overpayments within 
federal agencies, HR 1827 will allow federal agencies to benefit from the services that 
recovery audit firms have been providing to the private sector for years. My objectives 
today will be: 

• To testify to the need for overpayment identification and recovery within 
federal agencies. 

• To outline the size and potential of the overpayment market in the private 
health care industry with the purpose of extending this potential to federal 
health agencies. 

• To speak on the every day practice of overpayment recovery in the private 


sector. 
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• To tell you where, in my experience, some changes, additions, and 

improvements could be made to HR 1 827. Small changes to the bill will 
allow the committee to maximize the impact of the bill, ultimately recovering 
more money for the federal government. 

If there are any doubts about the existence of the need for this type of legislation, 
let my company, customers, and competitors be the living, breathing example of the $1 00 
million-plus health overpayment recovery industry in the private sector. One of the 
divisions of my company. Accent Insurance Recovery Solutions is the nation’s largest 
health overpayment recovery firm. A healthcare overpayment is the result of too much 
money paid out by the health insurance claims administrator to a provider or an insured. 
Indeed, healthcare overpayments account for a large portion of the $12.6 billion of 
improperly paid Medicare claims in 1998. Reasons for overpayment include duplicate 
payments, calculation errors, and payments to the wrong provider. Entities that 
outsource overpayment functions are indemnity insurance companies, managed care 
organizations and self-insured companies. 

Private overpayment recovery firms identify and recover overpayments using 
state of the art proprietary technology. The private insurance sector uses services like 
Accent’s because identifying and recovering overpayments is not their core competency. 
Their expertise is in paying claims in a timely manner and in providing customer service 
to their many insureds or members. 

Outsourcing overpayment identification and recovery is an attractive option to 
private insurance companies because it requires no long term financial commitment or 
investment. They do not need to commit financial or technical resources developing 
identification and recovery software, hiring and training recovery specialists, and building 
entire operations around the identification and recovery function. 
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In addition, private recovery firms recover overpayments on a contingency fee 
basis. A fee is not taken unless the account is successftilly recovered. Because of this, 
there are no start up costs associated with recovery auditing. And, outsourcing 
overpayment recovery takes the case management process away from the administrator 
and allows experts like Accent to manage the entire process from referral to closure. 

In the majority of cases, the overpayment is being pursued from the provider of 
the service (physicians, hospitals, clinics, etc.) for the refund. These providers have busy 
billing and accounting departments and are not always aware of the oveipayment. When 
contacted, they are provided with the information they are going to need to locate the 
overpayment in their system. Sometimes the refund is relatively easy to recover; 
sometimes discrepancies exist that require further clarification. Because Accent recovers 
overpayments for so many insurance companies all paying claims to the same providers 
across the country, our cooperative relationships with providers are very important in 
achieving a consistent, high rate of recovery for our clients. 

There is a very general acceptance of the work performed by private recovery 
firms, which is evidenced with the amount of money recovered. Overpayment recovery 
is problem solving in which the end result is a win-win situation for both parties. The 
recovery process is a professional exchange of information with the goal of recovering 
the money for the payer while also alleviating the provider from resolving account 
discrepancies, which can be a target area for auditors. 

The teims ‘overpayment’ and ‘recovery’ are everyday vernacular to the health 
care industry. Insurance companies are well aware of their overpayment volumes. An 
outstanding overpayment can distort an insured’s claims history and serve as a loss to the 
insurance company or the group for which they are administering claims. Recovered 
overpayments, however, add substantial amounts of money back to their bottom line. 
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It is estimated that 4% of total claims paid by the private health insurance sector 
are overpaid. This results is nearly $3 billion in overpayments in the private sector 
annually. The error rate in the public sector is higher. In the Medicare program, HHS 
and HCFA estimated a 7% error rate in 1998, however, when totally overpaid and 
partially overpaid claims are included, the error rate is 16.5%. 

Private recovery firms have, on average, recovery success rates of half, in many 
cases 60-70 percent of the dollars referred. Private sector success can be mirrored in the 
public sector. Private recovery firms recover overpayments from the very same providers 
that are being overpaid by Medicare. In addition, these overpayments are made by fiscal 
intermediaries, carriers and administrators hired by the HCFA to administer claims. 

These administrators are in most cases private insurance carriers - the very carriers that 
make overpayments on non-government business. If HCFA outsourced the identification 
and recovery of overpayments, the 50-70 recovery percentage that is obtained for its 
private sector companies may be applied to Medicare overpayments, returning billions of 
dollars to valuable federal programs. 

The federal government has the opportunity to capitalize on overpayment 
recovery itself or through federal programs. The Federal Employee Benefit Program 
administrated by the Office of Personnel Management is the world’s largest employer 
sponsored health insurance program with nine million lives. The Military Health System 
provides coverage for another eight million lives, and the Medicare program provides 
coverage for 39 million citizens. Medicare alone accounts for a significant portion of the 
federal budget. 

In the last three years. Medicare has estimated that it made $56 billion of 
improper payments due to fraud and overpayments. It is unclear what requirements 
HCFA has of its intermediaries and carriers to identify and recover these overpayments. 
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We do know that little is being recovered. Recoveries through fines and 
restitution dropped 65% in 1998 to $321 million. Recoveries for the first half of fiscal 
year 1999 are $176 million. These recoveries have little impact on the billions 
improperly paid. 

HR1827 is an important step toward implementing the mandatory use of recovery 
auditing firms, however, with a few amendments, the impact the bill would have on the 
amount of money returned to the federal government would be great. 

HR 1 827 does not state strongly enough that recovery, along with identification, 
is mandatory (Section 3562.c.b.). Mandatory identification without mandatory recovery 
of the identified overpayment does not go far enough toward maximizing the return to the 
federal government. Time frames should be placed on when the recovery process must 
begin after the overpayment has been identified. It is very important to begin the 
recovery process as soon as possible after the overpayment has been identified, otherwise, 
the identified overpayment will only become aged, unrecoverable, and an administrative 
hassle to the overpaid party. Some of the $56 billion improperly paid by Medicare in the 
last three years may indeed be uruecoverable at this time. 

In addition, HR 1 827 states that overpayments may be deducted from future 
payments, but in many cases this will not be efficient. Federal agencies need to have 
proactive recovery procedures in place. 

We also feel that an agency should not be granted the authority to procure 
recovery audit contracts itself as mentioned in Section 3562.b.3. This could result in a 
conflict of interests. Audit control should be centralized to an independent party. 
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It will be very important to carefully monitor, and possibly, limit the reasons and 
frequency that an agency can ‘opt out’ of the recovery audit plan. This could have 
potentially detrimental effects on the recovery audit project. Without careful scrutiny, 
agencies could exercise this clause completely eliminating the benefits of the bill. 

In addition, while executive agency consultation by the Director is important, the 
Director should also consult potential contractors. These private industry experts could 
lend valuable expertise to the Director and help identify agencies upon which the 
enactment of the bill would have the greatest impact. 

A fee cap of 25% may be unreasonable for some types of overpayment recovery. 
Depending on the type and age of the overpayment, recovery may be significantly more 
difficult to achieve. A recovery auditing firm may need to employ more resources that 
elevate their costs to perform the recovery. In order to stay profitable, a fee of more than 
25% may have to be charged. 

The general concept of HR 1 827 is valid and greatly needed within federal 
agencies. Overpayment identification and recovery is a common practice in the private 
sector and is responsible for returning millions of dollars to private health insurance 
companies. If HR 1827 were amended to specifically include health overpayments, it 
would have an even greater impact on the overpayment problem within the federal 
government by opening up the billions of dollars of improperly paid Medicare claims to 
recovery auditing firms. 

Thank you very much for inviting me today to share my views with the 


Committee. 
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Mr. Horn. Thank you very much for that helpful statement. Mr. 
Terrence Lyons is director of accounting, the Walgreen Co. 

Mr. Lyons. Mr. Chairman, thank you for the opportunity to ap- 
pear before this committee. My name is Terry Lyons and I am a 
director at the Walgreen Co. Walgreen 's is a leading drug and gen- 
eral merchandise retailer with fiscal year sales for 1998 of $15.3 
billion. My responsibilities include the management of our 
outsourced recovery audit process. My testimony provides a private 
sector view of recovery audit benefits and how the Walgreen Co. 
uses the process. 

Walgreen 's recognized long ago the benefits of using a profes- 
sional service provider to identify and recover overpayments. Pur- 
chasing and payment systems used by any volume intensive orga- 
nization like Walgreen's are designed to be cost-effective and to 
provide for maximum through-put to ensure timely payment of 
supplier invoices. However, mistakes occur, whether through 
human error or systemic breakdowns. 

Our experience has indicated that human error is the most com- 
mon contributing factor in payment errors. Human error can never 
be entirely eliminated. Therefore, the need exists for a safety net 
to audit payment transactions for accuracy and validity, recover 
any overpayments, and to identify why overpayments occur. 

The most attractive advantage for utilizing a recovery auditing 
service is that there is no risk or investment required. The develop- 
ment of internal controls and/or programs to conduct comprehen- 
sive recovery auditing is simply not 100 percent cost-effective. We 
use the largest service provider, the Profit Recovery Group Inter- 
national who has broad experience in many operating environ- 
ments. 

The value of recovery auditing to us is apparent in the dollars 
recovered from the two most recent audit years. The audit of our 
1996 purchases was completed in October 1998 and we recovered 
$16.9 million in overpayments on a purchase volume of $8.5 billion. 
The audit of our 1997 purchases is just now being completed and 
we expect to recover approximately $17.5 million in overpayments 
against a purchase base of $9.7 billion. Although the numbers are 
large, nearly $35 million just over the past 2 audit years, they ac- 
tually indicate an error rate of only about 0.19 percent. Meaning 
that 99.8 percent of our payable transactions were processed and 
paid correctly. 

The success of our recovery audit activity is based on a set of mu- 
tually identified duties and expectations from both parties. We, as 
the client, must fully support the process. We must provide our 
service provider with the access to all required media, both elec- 
tronic and paper, needed to research, identify, and document any 
instances of overpayments and/or under deductions. Points of con- 
tact are established within the purchasing, transportation, ac- 
counts payable, accounting, and finance areas to liaison with con- 
tractor personnel to provide whatever support is required. 

Our recovery audit firm has responsibilities and duties to ensure 
the success of their effort. They gain a full understanding of our 
purchasing and payment systems for both electronic and paper 
transactions. They meet and develop good working relationships 
with all of the designated points of contact within our organization 
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and they protect our vendor relationships. In short, we expect our 
contractor to function in a fully outsourced manner that represents 
the interests of the Walgreen Co. 

The question of why Walgreen's would employ an outside firm to 
do recovery auditing rather than doing it internally has certainly 
occurred to you. The answer is simple. As a company, we have cho- 
sen to invest our developmental dollars in what we do best: sys- 
tems and technology that provides improved productivity within 
our stores and improved customer service. Also the investment in 
technology and resources needed to develop this kind of capability 
in-house could be cost-prohibitive. We find it attractive to outsource 
this function to a prof^essional recovery audit firm. They have the 
technology, the resources, and the expertise to do what they do 
best. 

In summary, Mr. Chairman, we have found the use of profes- 
sional recovery audit services to be invaluable in both recovering 
passed-over payments and improving internal controls. Among the 
major benefits: We recover millions of dollars each year, we incur 
no financial burden, the process is not disruptive to our normal op- 
erations, and the nature of the service is ongoing with benefits, 
year after year. As a private sector user of audit recovery services, 
I believe recovery auditing services for the government is a terrific 
idea. It will result in the recovery of a great deal of money and fur- 
ther demonstrate how government can benefit from private sector 
business practices. Thank you, Mr. Chairman. 

[The prepared statement of M r. Lyons follows:] 
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Mr. Chairman, thank you for the opportunity to appear before this committee. My 
name is Terry Lyons and I am the Director of Accounting for Walgreen Company. 
The Walgreen Company is a leading drug and general merchandise retail 
operation with fiscal year 1998 sales of $15.3 billion. My responsibilities include 
management of our outsourced recovery audit process. 

My testimony provides a private sector view of recovery audit benefits, and how 
the Walgreen Company uses the process. 

Why Use Recovery Auditing: 

Walgreen recognized long ago the benefits of using a professional service 
provider to identify and recover overpayments. The purchasing and payment 
systems used by any volume intensive organization like Walgreen are designed 
to be cost effective and provide for maximum through-put to ensure timely 
payment of supplier invoices. However, mistakes occur, whether through human 
error or systemic breakdowns. Our experience has indicated that human error is 
the most common contributing factor in payment errors. Human error can never 
be entirely eliminated. Therefore, the need exists for a "safety net" to audit 
payment transactions for accuracy and validity, recover any overpayments, and 
identify why overpayments occurred. 

The most compelling reason for a recovery auditing service is that there is no risk 
or investment required. The development of internal controls and/or programs to 
conduct comprehensive recovery auditing is simply not 1 00% cost effective. We 
use the largest service provider. The Profit Recovery Group International, with 
broad experience in many operating environments. This brings a fresh 
perspective to bear on our systems and procedures. 

How Recovery Auditing Works At Walgreen: 

The value of recovery auditing to us is apparent in the dollars recovered from the 
two most recent years. The audit of our 1996 purchases was completed in 
October of 1998 and recovered $16.9 million in overpayments on a purchase 
volume of $8.5 billion. The audit of our 1997 purchases is just being completed 
and is expected to recover approximately $17.5 million in overpayments against 
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a purchase base of $9.7 billion. Although these numbers are large, nearly $35 
million over just the past two audit years, they actually Indicate an error rate of 
only about 0.19%, meaning that 99.8% of our payables transactions were 
processed and paid correctly. 

The success of our recovery audit activity is based on a set of mutually identified 
duties and expectations for both parties. 

• Expectations and Duties of Walgreen's 

We as the client must fully support the process. We provide our service 
provider with access to all required media, both electronic and paper, needed 
to research, identify and document any instances of overpayment or under- 
deduction. Points of contact are established within the purchasing, 
transportation, accounts payable, accounting and finance areas to liaison with 
contractor personnel and provide whatever support is required. 

We expect our contractor to provide all the necessary support for the audit, 
including issuing claim letters, handling any vendor correspondence or phone 
calls, negotiating with vendors where appropriate, and providing a complete 
audit trail from initial claim identification until final collection. 

Claims that have been identified and submitted for processing are, after 
notification to the vendor, deducted from the next vendor remittance. 

• Expectations and Duties of Recovery Audit Service Provider: 

Our recovery audit firm has responsibilities and duties to ensure the success 
of the effort. They gain a full understanding of the purchasing and payment 
systems, for both electronic and paper transactions; meet and develop good 
working relationships with all the designated points of contact within our 
organization; understand the inter-relationship between different parts of our 
organization, and protect our vendor relationships. 

We expect our contractor to: 

■ Employ Its methods, expertise and proprietary software to identify, 
research, document, prepare and finalize all Instances of overpayment 
and/or under-deduction, and 

• Provide well trained professional staff and state of the art technology 

■ Apply the knowledge accumulated in their proprietary databases to 
maximize the audit results, and 

■ Propose "best practice" solutions to any identified weaknesses in 
Walgreen's payment processes. 
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• Professionally manage the audit process including administration of any 
and all vendor correspondence related to claims they generate, and 
negotiate settlements with the vendor where appropriate 

■ Provide quarterly verbal and written management reports outlining results, 
findings and recommendations identified, as well as informal updates on a 
more frequent basis as needed. 

■ Provide special ad hoc reports or statistical analyses on an "as needed" 
basis. 

■ Finally, we expect our contractor to maintain an open line of 
communication with Walgreen's management, and to protect the 
confidentiality of all proprietary Walgreen’s information. 

In short, we expect our contractor to function in a fully out-sourced manner that 
represents the interests of Walgreen. 

The question of "why" Walgreen's would employ an outside firm to do recovery 
auditing, rather than doing it internally may have occurred to you. The answer is 
simple; as a company we have chosen to invest our developmental dollars in 
systems and technology that provides improved productivity within our stores and 
better customer service. Also, the investment in technology and resources 
needed to develop this kind of capability and expertise in-house would be cost 
prohibitive. We find it attractive to outsource this function to a professional 
recovery audit firm. They have the technology, resources and expertise to 
perform. It is what they do for a living and what they do best. 

SUMMARY 

In summary, Mr. Chairman, we have found the use of professional recovery audit 
services to be invaluable in both recovery of past overpayments, and improving 
internal controls. Among the major benefits: 

• We recovery millions of dollars each year 

• We incur no financial burden 

• The process is not disruptive to our normal operations 

• The nature of the service is ongoing with benefits year after year 

As a taxpayer and private sector user of recovery audit services, I believe that 
recovery auditing services for government is a terrific idea. It will result in the 
recovery of a great deal of money and further demonstrate how government can 
benefit from private sector business practices. 

I thank the Chair and the committee for the opportunity to appear before you 
today. 
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Biography 

For 

Terrence M. Lyons 
Director of Accounting 

Walgreen Company 
Danville, IL 


Mr. Lyons began his career with Walgreen Company in 1978 in the position 
of Accoimting Manager. Since then he has held the position of General 
Manager and is currently Director of Accounting. Prior to joining 
Walgreens, he worked at Commercial Credit Corporation and Super X 
Drags, a division of Kroger. 

Mr. Lyons is responsible for the implementation of the recovery auditing 
professional services at Walgreen Company as well as the administration of 
the program for the past ten years. Under his guidance, recovery auditing 
has made a significant financial contribution at Walgreens. 

He attended Xavier University and is a member of International Accounts 
Payable Professionals, Association of Records Managers and Administrators 
and Retail Energy Managers. 

Terry resides in Danville, Illinois with his wife and has six children. 
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Mr. Horn. Well, we thank you for that very thorough statement. 
Our next witness is Mr. St^hen Booma, health care consultant 
who has had quite a rich experience with the Travelers Insurance 
Co. and Mutual of Omaha Insurance Co. We are glad to have you 
here. 

Mr. Booma. Thank you, Mr. Chairman. And I would like to 
thank the subcommittee for allowing me to discuss this with you. 

As you said, I do have quite a history with the health insurance 
industry. I am 27 years in this business. I have 24 years with the 
Travelers. At the Travelers, I was president of their regional home 
office in Chicago. I also ran other strategic business units. At Mu- 
tual of Omaha most recently, I headed up their managed care area, 
president of their HMO subsidiary, and I was also responsible for 
all of their claim payment. So, in short, I was the one who had to 
make the decision to use an outside vendor or to do it in-house. 
And I will explain my comments on that. Right now I am operating 
as an insurance consultant working in mergers and acquisitions, 
but also working with companies in the managed care arena to im- 
prove their performance. 

Today, I would really like to address my comments as a private 
administrator of health plans. And I would say, from the outset, 
that we chose to go outside and use private recovery firms. I also 
believe strongly, at the outset, that the Federal Government, as the 
largest purchaser of health plans, should also use outside recovery 
firms. 

The reasons why. They are really pretty simple and we are at 
the point today, this afternoon, where I think we have discussed 
them enough where almost everyone is in agreement. So it is won- 
derful. But I will just maybe emphasize a couple of points. First, 
and foremost, recovery firms have the expertise and have the high- 
est level of professionalism in handling this type of work. That is 
their only business. That is not the core business of anyone other 
than the recovery firms. So it makes perfect sense to allow the ex- 
perts to do it. 

If you have someone like HCFA start to use outside recovery 
firms, you will actually see competition within other firms to do 
that work and the expertise will grow. If that expertise is tried to 
develop inside, I can almost guarantee you that I wouldn't see that 
type of growth in this level of business. 

The amount of money in overpayments is staggering. And I think 
we all agree that they can occur simply from human error. To me, 
it doesn't make any sense to have the folks that are making the 
human errors try to go get the money they made the errors on. 
Human nature tells you that if you make an error, there is a 
strong inclination not to point that out. That would be one of the 
primary reasons that we chose to go to outside, because we wanted 
people that were not attached to the process to make those deci- 
sions. 

In the health care business, doctors, hospitals, and health care 
providers of all kinds and insurance companies are very familiar 
with this process. And, in fact, it is not an adversarial process, at 
least on this particular process. Oftentimes, insurance companies. 
Managed Care Organizations are at opposite ends with providers, 
but providers really look for help in solving overpayment situa- 
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tions. They know, most of the time, that they have made overpay- 
ments. It is important to work with them to try to correct those 
overpayments and they are pleased when they can do that in a log- 
ical and orderly manner. And the recovery firms are best position^ 
to do that. 

Our customers understand, especially the larger ones within the 
private insurance world, that errors occur. And they are most inter- 
ested in making sure that those errors are corrected and that it is 
done in an orderly manner. If you don't employ recovery firms, 
then the process and the length of time is difficult and oftentimes 
very burdensome. Insurance companies who take on the full risk 
of contracts for individuals or small groups understand the use of 
this too and benefit directly from using outside recovery firms. 
That was another primary reason why we chose to do it. 

So I would, in summary, strongly recommend that this bill spe- 
cifically allow for insurance claims recovery for HCFA as well as 
other Federal plans. I would also emphasize that I think it should 
be mandatory. I don't think there should be ways to opt-out. Be- 
cause if you allow them to opt-out, the people who are running the 
plans will probably want to continue to try to self-police themselves 
and that won't work. Thank you. 

[The prepared statement of Mr. Booma follows:] 
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Good afternoon. Mr. Chairman, my name is Steve Booma and I would like to 
thank you for the opportunity to discuss this important topic with you today. 

I have worked in the health insurance industry for the last twenty-seven years. 
Twenty-four years were spent with The Travelers Insurance Company and four years 
with Mutual of Omaha Insurance Company. At The Travelers I ran several large 
strategic business units, including President of the Midwest Home Office. With Mutual 
of Omaha, I was Executive Vice President of Health Care Management Operations, 
which encompassed all of their Managed Health Care business. In addition, I was 
President of the HMO subsidiary. Exclusive Healthcare, Inc. 

My responsibilities inciuded claims administration for all health insurance at 
Mutual and managing the adjudication process for over $4 billion of health claims 
covering individuals, small groups and large employers. 

Currently, I am a consultant with insurance companies and managed care 
operations assisting with mergers and acquisitions as well as developing programs to 
enhance their performance. 

I would like to speak with you today from the perspective of an administrator of 
health insurance plans. As a private administrator of health insurance plans, we 
elected to use outside recovery firms for claim overpayments. I believe strongly that the 
largest purchaser of health plans in the nation, our Federal Government, should utilize 
the same programs as private administrators. Specifically, HR 1827 should require the 
use of recovery firms for health insurance overpayments of public health care plans. 
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We elected to use recovery firms for several reasons. First, outside recovery 
firms have the expertise and highest level of effectiveness for securing overpayments. 
Some administrators maintain “in-house units” to perform this work, but I have found 
that outsourcing this work produces the best results. 

Secondly, recovering overpayments is not the primary business of health 
insurance plans, but is the only business of recovery firms. 

Third, there is a considerable amount of money involved with overpayments. 
Most claims administrators are accurate in the vast majority of claim payments but a 
fraction of just one-percent is a great deal of money when handling billions of dollars. 
Overpayments result from errors with hospital and doctor bills as well as other health 
care providers. Overpayments also result from clerical errors made by claims payers, 
and contractual changes that may result in overpayments. Many administrators 
guarantee work to over 99% financial accuracy, but the complexity and shear 
magnitude of millions of claim payments and billions of dollars creates these 
overpayments. 

For those in the health care business — doctors, hospitals, healthcare providers 
of all kinds, and insurance companies — claim overpayments are just another part of our 
work that must be dealt with in a professional manner. There is not an adversarial 
relationship with the claims administrators, recovery firms and providers — at least on 
this subject. In fact, providers usually know when they have been overpaid and the 
vast majority of them appreciate help in clearing these overpayments from their books 
in a professional manner. 
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Large employers want their claim payments to be as accurate as possible to 
keep health insurance affordable for themselves and their employees. They 
understand claim overpayments occur, however, and support the use of recovery firms 
paid on a contingency basis. Both large insurance companies (which assume all the 
risk for health plans they sell to individuals) and small employers pay on a contingency 
basis as it is one of the most cost effective methods to manage overpayments. 

I would strongly recommend that this bill specifically allow for insurance claims 
recovery to provide HCFA and other Federal plans the opportunity to utilize health 
insurance claim recovery firms. This will result in dramatic claim cost savings for the 
American public and assure the highest level of accuracy of claims payments for 
beneficiaries and providers. 

Thank you. 
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Mr. Horn. Thank you. That is very helpful. Mr. Robert Koehler 
is attorney-at-law, Patton Boggs here in Washington and the Amer- 
ican Logistics Association. Have we got a little room for you there 
at the table, finally? Thank you. 

Mr. Koehler. I moved from the end of the dug-out to take the 
clean-up spot. My name is Robert Koehler. I am a senior partner 
in the Washington, DC, law firm of Patton Boggs. And I have spe- 
cialized in government contract law for the past 30 years. I am 
here on behalf of the American Logistics Association, a trade asso- 
ciation of some 600 manufacturers, brokers, and distributors who 
sell brand or trade-name items to the Federal Government. And 
this involves both the commissary systems, the Defense Supply 
System, as well as the non-appropriated fund activities such as 
AAFES and NEXCOM. 

Because of the limit of 5 minutes, I will only highlight the more 
critical issues that we think we should address in this bill. Mr. 
Chairman, by way of background, I have been involved with the re- 
covery audit associated with DSCP and PRGI for the past 2 years. 
In this regard, I represent 10 companies: Frito Lay, Fort J ames. 
Hunt Wesson, J ohnson and J ohnson, Kellogg, Mars, Nabisco, Pills- 
bury, Reckitt and Colman, Tropicana, and General Mills. In my 
past, I have worked extensively on the issues of price warranty as 
far as GSA is concerned; as far as this agency, DSCP, is concerned; 
and with the AAFES. 

As we look at this legislation, I think it is fair to make comment 
on what was learned— at least what we, from our perspective, 
learned— from the demonstration program. From our perspective, 
as we look at the demonstration program, it was envisioned to take 
the basic concepts that are used in the commercial world and apply 
them at the DOD level. Very simple. Unfortunately, it isn't that 
simple. 

And the difficulty, Mr. Chairman, that occurs is two factors. One, 
there are affinity contract terms and conditions that must be ad- 
hered to by the government in conducting either audits or seeking 
to recover claims. And, two, and most importantly, there are well- 
established Federal acquisition regulations that both the govern- 
ment and the contractor must comport with in these audit activi- 
ties. And from our perspective, when DSCP and PRGI initiated 
their activities in the demonstration program, this was totally ig- 
nored. 

For example, the first thing that happened in 1996 was the PRGI 
and DSCP issuing thousands and thousands of collection letters to 
companies demanding payment, giving them 30 days to pay and 
also advising them that if the situation arose, it was going to with- 
hold the funds on any outstanding invoice. And, fortunately, this 
violated the Federal Acquisition Regulation. We brought this to 
their attention and everyone of those letters had to be withdrawn. 
Six months later, new letters were issued. And during this time pe- 
riod, when we began to look at the process that they were going 
about, it became clear that what they were attempting to do was 
to develop a system that they relied on in the commercial activity 
that can't be done in the government sector. 

For example, they had two types of claims. What they call a unit 
price claim, which was a claim that asserted that the companies 
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were not paying the most favored customer price to the govern- 
ment. The second type of claim was what they called the prompt 
payment claim. That meant that if the company was providing a 
commercial entity a prompt payment discount let us say of 2 per- 
cent if you pay it in 10 days, not 30 and the government wasn't 
getting that, they demandecf equal treatment. 

In the commercial world, that might be appropriate. In govern- 
ment contracts, the essential thing is you have to adhere to the 
terms of the contract. And, unfortunately for the government and 
PRGI, the price warranty clause is a very specific document that 
details what is the basis upon which the contractor warrants his 
price, the average price, being most favorable to the government. 
And in our judgment, that was totally ignored. Now we are work- 
ing now through the process of trying to rectify that. 

The second part was the DSCP contracting activity was associ- 
ated with all the commissaries overseas. DSCP and PRGI issued 
claim letters and failed to look at their own documentation that ex- 
isted in the government at the local commissaries levels in Europe. 
The industry brought this to their attention and, quite frankly, Mr. 
Chairman, raised hell about it. After a considerable period of time, 
DSCP finally got the funding to go over to Europe to look at these 
documents and that was done just j anuary of this year. We are 
now advised that a significant amount of those claims that they 
had made against the companies on the unit prices may be with- 
drawn. 

Now the second part relates to the prompt payment discount. 
Again, we believe that the price warranty clause specifically re- 
quires you to consider what is an average price. What DSCP and 
PRGI have done is extracted this one element called billing advan- 
tage, assumed that that was not part of the average price, and that 
is where a majority of the claims are that have not been recovered. 
And the reason is because the contractors want the government to 
adhere to the terms of the contract and these claims, we don't 
think, represent that term. 

Now with this as background, we now have to look at the new 
bill. And let me say, Mr. Chairman, on behalf of all the companies 
that ALA represents, we have absolutely no objection to outside 
audit function. None whatsoever. We recognize that it is done 
throughout the government. 

But I think the key difference of what is being proposed here ver- 
sus what exists now and what PRGI contract is even right now is 
what I think is an extremely dangerous move by allowing the agen- 
cy to delegate extremely core responsibilities from the contracting 
officer to the audit company. And I think that if you will ask any 
government contractor, if you ask any government representative 
who has been a government contractor, this particular provision is 
of great, great concern to them. 

It is very simple, the reason. The bill establishes giving authority 
to individuals to find the claims, process the claims, pursue the 
claims, and settle them. And if you looked at PRGI 's testimony that 
they gave back on j une 12, that is exactly what they were talking 
about. You are also giving them 20 percent of what they recover. 
That is not incentive fee, that is a headhunter's fee. And that, to 
me, is extremely dangerous. 
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One of the principles, I think, that is lost in a lot of this is that 
government contracting under the Federal Acquisition Regulation 
is extremely different. I might note that Mr. Peterson, who is from 
AAFES here this afternoon, testified about their great results. 
Make no mistake about it, AAFES regulations are entirely different 
than DOD's. AAFES is a non-appropriated fund activity. It is not 
governed by the Federal Acquisition Regulation. DSCP, the com- 
missaries, all the activities that you are referring to are. And that 
is a significant difference. So I think we have to analyze the suc- 
cess one might have, based upon the atmosphere that the regula- 
tions allow them to exist. 

Finally, ALA believes that providing the private contractor audi- 
tor with such a broad authority and then to receive 20 percent pre- 
sents a clear and unmistakable conflict of interest, violating one of 
the government's bedrock contracting principles. And I read just a 
portion of the Federal Acquisition Regulation, 'Transactions relat- 
ing to the expenditure of public funds require the highest degree 
of public trust and impeccable standards of conduct. The general 
rule is to avoid, strictly, any conflict of interest or even the appear- 
ance of a conflict of interest in government contracting relation- 
ships." 

And, again, the idea of giving the contractor a combination of the 
authority that the contracting officer has and the percentage pre- 
sents, I think, a conflict that cannot be overcome. ALA does not 
have any difficulty with a continuation of the program. Where we 
have the difficulty is trying to allow the contractor to have that 
contracting responsibility. And that is where the major conflict 
arises. 

I also think that one of the issues that has arisen in our deal- 
ings, in discussions with the contracting officer and other govern- 
ment representatives is we have talked about attempting to resolve 
some of these issues, settle them. One of the issues that always 
comes up is, well, I might agree with you, but I have PRGI on the 
other side d me who has a contract and is entitled to 20 percent 
recovery. I have a conflict with him because if I settle at one level, 
he might assert that he is entitled to a higher percentage. I think 
the bill ought to have a provision that makes it very clear that the 
government is not liable in any way, shape, or form to the contrac- 
tor for any type of offset or settlement or decision that the contract- 
ing officer makes in reaching that settlement vis-a-vis that 20 per- 
cent. 

Bottom line, we support the bill only if— only if— you exclude 
from this bill the contracting officer delegation to the outside audi- 
tor. If it is just really a continuation, we have no difficulty with the 
bill. Thank you, Mr. Chairman. 

[The prepared statement of Mr. Koehler follows:] 
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M7 name is Robert H. Koebler. I am a senior partner in the Washii^on, D.C. law firm of 
Patton Boggs LLP and, for the past thirty years, specializing in Government contract law. I am here 
on behalf of the American Logistics Assoaation (“ALA”), a trade association of 600 manufacturers, 
brokers and distnbutors who seO brand or trade name products to appropriated-fund agencies such 
as the Defense Commissary Agency (“DeCA”) and Defense Supply Center Philadelphia (“DSCP”), 
and to non-appropriated fund aaivities such as the Army and Air Force Exchange Service 
(“AAFES”) and the Navy Exchange Service Command (“NEXCOM”) for re-sale at commissaries 
and exchange stores located in the continental U.S. (“CCNUS”), overseas, and outside the 
continental U.S. {i.e., Alaska, Hawaii, Puerto Rico) (“OOONUS”). 

On behalf of ALA, I would like to thank the Committee for providing AT. A the opportunity 
to present its views concerning HR. 1827 and how it might be improved. In this regard, our 
comments will focus on Seaion 3562, Recovery audit requirement. 

1. The Underlying Premi.se 

The underlying premise of Section 3562, indeed, for the bill itself, is that: (i) the 
Government annually makes significant overpayments to its contraaors; ju) the reasons for the 
overpayments are basically mimstenal or clerical in nature (“duplicate payments; pricing errors, 
missed cash discounts, rebates, or other allowances”); (ill) documentation necessary to establish and 
quantify the overpayments is reasonably available and readily ascertainable from both the 
Government and its contraaors; (iv) an mcentive-based, no-cost, “recovery audit” and claim 
adjudication by a private contraaor is the most cost-efficient and efficient manner to recover the 
amounts; and (v) delegation of the Contraaing Officer’s contractual authority* to pursue and settle 

' The term “Contracting Officer” includes the Admimstiative Contraaing Officer (“ACD”) and the Temiination 

Contraaing Officer (“TCO”), which may be the same person and who is a Government employee that is granted the 
authority to enter into, administer, or terminate contracts and make related determinations and findings. Federal 
Acquisition Regulation (“FAR”) 1.602-1, 1.602-2, 1 . 603 - 1 , and 1 . 603 - 3 . The Contraaing Officer is the responsible 
person charged with the duty to coUea debts owed by contraaors. FAR 32.601 and 32.610. 


Doc. 446637 
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Government claims to a private coniraaor is an appropriate, reasonable and legally permissible 
delegation of such contractual authority. 

ALA supports any legislation that wiD in^rove the Government acquisition process - sellir^ 
to the Government is not an easy matter - but the recem: experience of ALA’s members with the 
current DOD Demonstration Program makes us far from encouraged by HJL 1827. 

• DOD Demonstration Program 

The Defense Authorization Aa for Fiscal Year 1996 mandated that the Department of 
Defense (“DOD”) condua a demonstration program to evaluate the feasibility of using private 
contractors to audit DOD’s records and procedures to identify overpayments made by the 
Government to its contraaors. Pursuant to this Act. the outside auitor was to look for payment of 
unallowable costs, missed deduaions, duplicate payments, unauthorized charges, and other payment 
discrepancies; and the audit was to cover fiscal years 1993, 1994 and 1995, using “data processing 
techniques” generally used in audits in the private-seaor. DOD seleaed DSCP and its Brand Name 
G»itracts for the demonstration audit. 

• DSCP's Brand Name Contracts 

By way of background, DeCA was created in 1991 through the consolidation of commissary 
systems operated by the militar/ sen-ices, and it currently operates 298 commissaries in CONUS and 
overseas that sell groceries, health and beauty products, and household supplies to military members 
and their families, retirees, and other authorized personnel DOD IG Report No. 99-078(PDF), 
Ckasouyan^(^D€f 0 iseCcmrrussariA^nc^Operatkins(^^r^^ 1999), For our purposes here, it is 
important to note that during the Demonstration Audit Period (FY 93, 94 and 95), DSCP had 
responsibility for overseas commissan- sales, while DeCA was responsible for commissary sales in 
CONUS. 

The Brand Name Contract is a standing offer between the Government and the manufacturer, 
producer or distributor (“concraaor") for the provisioning of brand name produas for resale in 
commissaries or other similar faciiities. ’ Signed by the contraaor and the Comraaing Officer, it 
establishes the terms and conditions for ail delivery orders issued by the individual commissaries or 
other authorized activities. The terms and conditions are referred to as the Bnmd Name General 
Reqdronents, and the produas the contraaor is authorized to seQ are listed on the contraaor’s Brand 
Name Suppfy Budednl In ^fdition, the Brand Name Contma recognizes (and encourages) the practice 
of contraaors providing the Government with voluntary price reduaions (“VPRs”), special offers, 
promotions, coupon programs, and other markaing and mercliandising aaivities that result in 
reduced prices for the commissanes. 


^ See FAR 6.302-5 (c)(3). 

The contraaor s Brand Name Supph Bulkai lists ail of the hems authorized for resale. It describes the produa, 
brand name, Universal Price Code (UPQ number, size and type of container, method of packa^g, minimum quantity 
per order, and price for each geographic area as defined by DeCA. 
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"While these VPRs and special offers be miliated by the contractor by formal 
notification to DSCP (“Up-Front VPRs”), the more prevalent method is for the contractor or its 
authorized representative (i.e., broker) to deal direcdywith the individual comniissaries on separate 
delivery oniers (“Individual Contraa Priory”), or 1:^ the issuant^ of on-site Vendor Cmiit Memo 
(“ VCMs”)/ by on-site redemption of in-store coupons, and similar aaivities. It is important to note 
here that all of the documentation related to Individual Contract Pricing activity is retained by the 
individual commissary, not at DSCP Headquarters, Aotordingly, a substantial majority of the 
documentation applicable to the audit of DSCP’s contraa was held at the individual overseas 
commissaries or in-country distribution centers. 

The identification and recovery of routine billing errors (i.e., duplicate payments, pricing 
errors, etc.) is ministerial or clerical in nature, and uncomplicated in its process. However, an 
assertion by the Government that the prices it paid were not as advantageous as a contraaor’s most 
favored commerdal customer is govem«i solely by the terms of the contraa’s “Pria Warranty” 
provision. This distinction is critical because in the latter case, the Government can recover only on 
the grounds that - in accordance with the terms of the contraa - the prices it paid were not as 
advantageous as a contraaor’s most favorable customer. 

in this regard, Clause 52.216-9P08, General Conditions (jAN 1992)(Applkahle To Supply Bulletin 
cfenyrs only), at pp. 23-25 (Section L) of the DPSC Brand Name General Recpar&nents, DPSC Form 
3846, dated January 1992 (“the Clause”), provides, in pertinent part: 

(f) Prices . 

(1) Prices are submitted for “F.O.B. Destination” deliveries 
to every place within CONUS to include Alaska, Hawaii and Puerto 
Rico. Prices submitted for overseas delivery points shall be . . . 
on an “F.O.B. Destination” basis. Prices submitted for delivery 
to a Defense Depot or port of embarkation for shipment 
overseas shall be equal to or lower than the CONUS price for 
the same item in the same geographic area (e.g., prices for 
delivery to Defense Depot Mechanicsburg shall be the same as or 
lower than commissary prices in the surrounding northeastern United 
States). 

* ♦ * 


(3) Warranty. 

(i) The offeror warrants that all prices offered the 
Government are as advantageous as the prices offered the most 
favorable customer. Such warranty includes base price, freight 
and transportation charges, billing advantage, quantity 
discounts, allowances, rebates and special promotions (however. 


^ DSCP’s General Instructions for its Supply Bulletin provide that “in the absence of a published change listing 

“SPECIAL” offers, if such offers are made by a Contraaor or his authorized representative, purchasing agencies [i.e., 
the commissary] are authorized to ^cept the low offer, prepare the ddiver>' order quoting the lovrer price and properly 
annotate the order as to the conation of the offer.” Paragraph 8.f, DSCP Genend instnedens For Bratd Name and Lsrtilsd 
Caiera^ Supply Bulletins, Oaober 1992. 
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the warranty excludes reasonable allowances to distributors, 
wholesalers or jobbers for bona fide services performed by them 
but not by government customers). 

* * * 

(ill) To assure compliance with the above warranty, the 
offeror agrees that the contractir^ officer shall have the right to 
examine books, documents, records, and any other evidence 
necessary to determine the basis fOT the prices offered. The 
ex^nination wiii compare the average price paid by the 
Government versus commercial customers for the same item 
during the offeror’s latest fiscal year. [®] Should such an 
examination reveal any instances of overpricing, the offeror further 
agrees to reimburse the Government for that amount. 

(Emphasis added.) Based on the above prorision, it is clear that in determining whether a company 
has complied with its price warranu-. it is the DSCP Contracting Officer’s obligation - whaher by 
means of an outside audit<ontraaor such as PRGI or by the Defense Contract Audit Agency 
("DO\A”) - CO determine the Government’s average price and then the commercial customer’s 
average price for the same unit durmg the contractor’s latest fiscal year , before it can assen a 
warranty claim. As an aside, it should be noted that, although DeCA uses this same “price 
warranty” provision, agencies such as GSA, A^^ES, NEXCOM, etc, each have their own, <istina, 
price warranty provisions.^ 

• "Recovery Audit"’ Contractor 

Following the September 1995 passage of the FY 1996 Defense Authorization Act, DSCP 
solicited propo.sals and finally made an award of the demonstration program contraa to Profit 
Recovery Group International, Inc. (“ PRCI”) a year later, on September 30, 1996. Under the terms 
of the contraa, PRGI’s onh' compensation was an “incentive fee” of 20% of amounts recovered by 
the Government. 

However, PRGI clearly had in rrund that the claim procedure it devised would promptly 
generate cash flow because it proposed, and obviously convinced DSCP, that PRGTs commercial 
rraiis operandi would W'ork vdth the Govemmeat as well; Develop the claim documentation, notify 
the contraaor of the claim, then promptly unilaterally dedua the claimed amount from the 
contraaor’s next invoice, therebv holding (and having the benefit of) the amount in dispute while 
the contraaor researches its records to challenge the validity of the withholding. 


^ Although not defined, the term “latest fiscal year” is interpreted hereto mean the contractor’s fiscal year 

immediately precedmg its current fiscal year. 

For example, in AAFES coniracu, the PRICES Clause provides that the “contraaor warrants that during this 
contraa, the net price to AAFES (considering unit pnce. chscounts. allowances, co-op advertising, rebates and other 
terms and conditions) for each item purchased will be as favorable as, or better than, the price the item is being sold by 
contraaor, to other customers luider the same or similar conditions, and in the same general geographical area pursuant 

TO agreements m^e during the same period In the event the amtraaor subsequently extends offen (e.g., VPRs, 

rebates, coupons) or other special lerm-s to other cuaomers, the contraaor is obligated to promptly mend them, under 
the same condition, in writing, to the contraaing officer," 
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In this regard, PRGFs contraa with DSilP Aates: 

Qjsts to be paid under this contract will be in the form of a fixed 
incentive bonus payment on amounts recovered by the Government. 

In accordance with PRGI’s cost proposal, such a fixed incentive 
bonus pajment will be 20% of recovered monies. PRGI’s bonus 
fees will be billed monthly and arc to be calculated on claims 
collected less any applicable paybacks and adjustments. 

Pavhscks are understood to be recoveries by the Government that are 
reimbursed in full to the vendor based upon additional information 
provided by said vendor which prove the applicable claim or 
deduction to be invalid. 

Adjustments are understood to be recoveries by the Government that 
are reimbursed in part to the vendor based upon additional 
information provided by said vendor which prove part of the claim 
or deduction to be invalid. 

Paragraph B-2, PRGI-DSCP Contraa (emphasis added). Clearly, PRGI and DSCP planned to put 
the onus on the contraaor to disprove the claim while the Government held the contraaor’s 
money - and PRGI got paid. 

• PRGI Demand Letters 

In the spring and summer of 1997, PRGI representatives signed “Bill of Collection” letters 
in the name of the DSCP Contracung Officer’s technical representative to contractors, stating that 
“audit of your account reveals that you are indebted to the United States Government in X 
amount,” citing the reason for the indebtedness, and advising that “if payment is not received within 
30 days, interest will be charged on the unpaid portion from the date of this letter . . . currently 
6.375%.” These letters further stated that “in addition to charging interest, admirnstrative offset 
action will be initiated against any unpaid invoices sufficient to recover the debt,” with the threat 
that this offset action, “authorized under the provisions of FAR 32-5 1 1 may be taken at any time, 
whether or not 30 days have elapsed since the date of this letter.” While this procedure may have 
been used by PRGI in the commeraal setting, unfortunately this demand, and the threat to 
unilaterally set off the asserted amount, clearly sdolated FAR Subpart 32.6, CatmxDchc. 

As a matter of faa, since 1989 the FAR has mandated that: (i) for a unilateral debt 
determination, the Contraaing Officer shall issue a final decision, as required by the Dictates Clause; 
(ii) no demand for payment shall be made prior to the issuance of the final decision; and (iii) interest 
does not begin to accrue on the debt until after the issuance of the final decision and after a 
demand for payment is made. FAR 32.608 (c). 

Moreover, the PRGTgenerated claim letters provided no documentation to support the 
asserted claims. They merely provided a calculation of the amount due without providing a single 
document to support the basis for the alleged claim. For example, in those letters where the claim 
was based on the difference in “umt price”^ between items sold to overseas commissaries and the 


^ For the most part, the PRGI claims are purportedly under the “price warranty” provision, and they fall in two 

categories; (1) “unit price” claims, where it asserts that the unit price paid by the overseas commissary is not equal to or 


Doc. 446637 


- 5 - 



249 


contractor’s commercial customer, the letters cited to a “Leemis Report,” but did not provide the 
Report, or any other documentation, to substantiate the daim. Again, PRGFs approach was to 
assert a claim, provide no proof of claim, ^xithhold the money (of course, get its 20%), and force 
the contraaor to prove it did provide “most favor«i customer” prices. 

In September 1997, several companies questioned DSCP concerning these issues, challenged 
its right to unilaterally withhold funds from companies in the absence of a Contracting Officer’s 
Final Decision, and demanded that the companies be provided the documentation relied upon by 
PRGI to assert the claims. One month later, on October 8, 1997, the DSCP Contraaing Officer 
rescinded all of the letters that had been issued by PRGI. 

Then, beginning approximately in June 1998, DSCP began re-issuing its letters, advising 
companies that they may be indebted to the Government, and this time provided a limited amount 
of information to support the alleged indebtedness. Virtualiy all of the letters were “price warranty” 
claims, as distinguished from ministerial or clerical errors. 

These letters presented new problems. They revealed that, although the “price warranty” 
provision in the Brayd Name Caitroa is the only contractual basis for the Government’s claims, 

PRGI totally ignored the warranty's operative provisions that required the Government to 
determine the “average price paid by the Government versus commercial customers for the same 
item during the offeror’s latest fiscal vear.” Second, for the “unit price” claims, it became evident 
that PRGI totally ignored al] of the pricing information the Government had at its overseas 
commissaries and in-countrv' distnbucion centers concerning all of the price reduaions, discounts, 
promotions, or rebates the contraaors had provided at the commissary level. Finally, for claims 
seeking to recover the “discounts for prompt payment” given to commercial customers but not the 
Government, it was clear that PRGI simply ignored the clear and unambiguous language of the 
warranty provision by singling out one of the elements (“billing advantage”) to be considered in 
determining “average price,” and PRGI made it a stand-alone basis for the Government (PRGI) to 
assert a claim. 

• **Unit Price” Claims 

After a series of meetings between representatives of DSCP and company members of ALA, 
it is our understanding that DSCP secured funding that permitted representatives of DSCP and 
PRGI to travel to the overseas commissaries and in-countiy central distribution centers in Jantiary 
1999 to review that contraa documentation. At a meeting in February 1999 with company 
members of ALA, w'ewere advised that all of the DSCP “unit price” claims were being withdrawn 
pending PRGTs review and analysis of the documentation obtained overseas. At that time, the 
DSCP Contraaing Officer indicaied that it now appeared that a substantial number of the “unit 
price” claims would be eliminated. In March 1999, the Contracting Officer notified the contraaors 
that the “apparent letters of indebtedness to the Government” were being held “in abeyance 
pending a review based on additional infonnation we recently received.” 


better than the company’s commercial customer in the U.S., and (2) “discount for prompt payment” claims, where it 
asseits that the contmaor did not provide the Government with discount terms as favorable as that given the 
commercial customers. 
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• ''Discount For Prompt Payment^ Claims 

In April 1999, the DSCP Contracting Officer renewed the “discount for prompt payment” 
claims, stating, in part that: 

In addition to the base price of an item, paragraph (3) of the contraa 
clause titled General Conditions (52.216-9P08) specifically cites 
“billing advantage” among the terms the contractor warrants to be as 
advantageous as those offered to the contractor’s most favored 
customer. The term billing advantage includes cash discount terms 
for prompt payment. This clause affords us the right to recover 
overpayments resultii^ from the more advantageous discount terms 
you offered your commercial customers than you offered to D^P. 


Once again, however, we believe DSCP has improperly isolated “biHing advantage” as a separate and 
distinct basis for asserting a claim. Hie “price warranty” provision, however, requires DSCP to 
determine an “average price” usmg all of the faaors (e.g., base price, freight and transportation 
charges, billing advani^e, quantity discounts, allowances, rebates and special promotions). 

ALA believes there are serious legal impediments to these claims, which mclude: 

• There is disagreement as to whether a “discount for prompt payment” is a “billing 
advantage” within the meaning of the price warranty provision. In 1992, a DSCP 
contracting official advised ALA, in writing, that a discount for prompt payment was 
not a “billing advantage.” 

• Even assuming this type of discount is a “billing advantage” under the “price 
warranty” provision, it is improper for DSCP to consider “billing advantage” as a 
separate and distina faaor warranted by the contraaor, rather than considering it as 
but one of the factors identified in determining “average price.” 

• Since the “price warranty” provision limits DSCP’s examination, and its right of 
recovery , to the company’s prices for its “ latest fiscal year,” it renders the 
Government’s rights applicable to FY 93, 94 and 95 unenforceable, lapsed, or 
otherwise beyond the term of the contraaor’s warranty. 

• DSCP woidd not be entitled to recover the difference between the discounts offered 
commercial customers (i.e., 2%-10 days, net 11) and those to DSCP (i.e., net 30) 
because it was impossible for the Government to earn the commercial discount, 
even if offered. 
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Although we are continumg to discuss the^ issu^ wkh the D^P Contr^rting Officer® in an effort 
to reach an amicable resolution, it appears that we are at an impasse on these core issues. 


• Conclusions Concerning the DSCP Demonstration Program 

Proponents of the DSCP Demonstration Program continue to advertise a recovery of $19 
million in “overpayments” based upon an August 1998 assessment by PRGI. Of this total, PRGI 
identified ministerial billing errors (i.e., duplicate payments, unposted credit memorandums, 
accounting errors, and the like) of approximately $2.8 million, with a recovery of approximately SI. 8 
million. However, under the category' of claims under the ‘‘price warranty” provision of the Br^ 
Name Contract, the “unit price” type claims are approximately $3.7 million, the “discount” related 
claims $12.3 million, with recovery of than $100,000. GAO Report No. GAO,^SIAD-99-12, 
Recai^ AuBiwigOffers Fbtensal To IdenoB' QixjpzyriQTis (December 1998). 

These results are not surpnsing. Ministerial and clerical billing errors are routinely and 
readil)' resolved by the contraamg parties based on hard facts (i.e., invoices, payment vouchers, 
credit memo, etc.). However, when PRGI asserts “price warranty” claims, they must be in 
accordance with the contractual proMsion upon which the claim is grounded. ALA believes that it is 
in this latter area that PRGI has forced the pursuit of questionable claims. 

From ALA’s viewpoint, the DSCP Demonstration Program has produced unacceptable 
results for these reasons: 

• PRGI and DSCP either failed to consider the mandates of FAR Subpart 32.6, 
Debt Collection, m pursuing these types of claims, or simply ignored them in 
generating claims. 

• PRGI proposed, and DSCP accepted, a course of condua that was intended to 
withhold the contraaor’s money while the contraaor challenged the claim. 

While this plan obMously generates cash flow for PRGI on 20% of the 
withholding, the withholding itself violates FAR Subpart 32.6, Ddt Coliectkn. 

• At the time of contraa award, apparently neither PRGI nor DSCP recognized 
the faa that “umt price” claims under the “warranty price” provision would 
necessarily rum on Government documentation located at the overseas 
commissaries and in-country central distribution centers. When industiy' 
represcntauvcs stressed the impoixance of tills documentaiion, apparently the 
overseas commissaries objeaed to doing PRGI’s legwork of searching for, and 
reviewii^, their respeaive files for the VCM, coupon redemptions, and other 
data that would identify price adjustments by contractors. Faced with this 
dilemma, PRGI and DSCP simply elected to proceed with the “unit price” claims 
without reviev,'ing those Government documents. (As noted earlier, it was not 


^ The current DSCP Contraamg Officer, Dennis Polimeni, assumed responsibiiiry for the PRGI daims in 

February 1999. Since then, he has been very proactive in his handlir^ of these daims, and ALA wishes to commend 
him for his efforts and prompt responses to individual contraaor questions. 
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until January 1999, some 27 mondis after DSCP’s award to PRGI, that PRGI 
and DSCP personnel reviewed those documents.) 

• It is ALA’s understanding that DSCP was unable to find its own documentation 
for at least one of the years in question (FY 93). So PRGI simply assumed 
nothing had changed from year to year and sought recovery for FY 93, even 
though it had no documentation to support the claims. This fact alone points 
out the extreme difficulty, if not practicable impossibility, in finding 
documentation to refute claims that are based on transactions, among hundreds 
of thousands of transaaions, that occurred four, five and six years ago. This, 
ALA believes, is why the “warranty provision” extends only to the 
contractor’s “latest fiscal year.” 

• While the Fiscal Year 1996 legislation required the private contraaor (PRGI) to 
audit DOD s records for FY 93, 94 and 95, that requirement did not, and could 
not, change or modify existing Brand Name Contracts and its “price warranty” 
provision which, in turn, is limited to the contraaor’s “latest fiscal year.” 
Accordingly, the Government has the right to pursue ministerial clerical payment 
errors at any time prior to the close of the contract. Claims based on a wartanty, 
however, are governed by the terms of the warranty. PRGI and DSCP continue 
to ignore this basic distinction. 

• It was in the financial interest of both PRGI and DSCP to present the “discount 
for prompt payment” claims as if “billing advantage” was an independent 
warranty item, totally independent of the “average price” determination, because 
the documentation identifWg that faaor can be generated with little effort. 

ALA believes this is one example of the problems caused by incentive-based 
audit contracts. 


ALA does not oppose the Government’s use of private contraaors to audit DOD records or, for 
that matter, contractor records. In faa, other agencies have adopted the outside audit approach 
with apparent success. The difference is that, with regard to the other agencies, the auditor- 
concraCTor mission is to conduct compliance audits and determine allocabiliiy and allowability of 
costs, not generate claims - and then receive a “piece of the action.” 


11. The Proposed Legislation 

As noted at the outset, our comments on Hil. 1827 will focus on Section 3562, Recowy audit 
recpdronents, and how it might be improved. 

To the extent this legislation is intended to impose an obligation on Government ;^encies to 
conduct audits of its own records - either by Government auditing teams or by private contractors - 
to identify and recover contract overpayments resultii^ from ministerial or clerical errors (i.e., 
duplicate payments, overpayments, accoimting errors, unapplied payments, unapplied credits, 
erroneous price entries, etc.), ALA fully endorses this effort. However, at least based upon the 
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statistics provided in the December 1998 GAO R^K>rt, the recovery assodat^i with ministeriai or 
clerical errors will be modest, at best. See, Auditmg(^m PoteniM Tolden^ 

Oixr^xzymencs, Table 1 at page 4. 

ALA believes that the real intent of the legbiation is to pursue claims’ arising under “price 
warranty” clauses. While ALA also endorses an effort by the Government to enforce its 
contractual rights under such a clause^ we believe there are significant administrative, contractual and 
legal differences between pursuing ministerial errors and contract claims - and the current legislation 
fails to make this critical distinaion. 

• “Recovery Audit” 

The bill defines “recovery audit” as: 

[A]n auditing process to identify overpayments made by executive 
agendes to vendors and other commerdal entities in connection with 
a payment activity, mduding overpayments that result from 
duplicate payments, pricing errors, failure to provide applicable 
discounts, rebates or other applicable allowances, or changes[,] 
or payments that are not authorized by law, regulation, or other 
applicable requirements. 

Subparagraph (3), Section 3561, H.R. 1827 (emphasis added). This definition, ALA believes, 
properly frames an audit function - with the operative words being “to identify” - because it places 
the auditor onl>’ in the role of a “faa finder,” not negotiator, arbitrator, or decision-maker. In this 
regard, it is consistent with current acquisition regulations concerning contraa administration and 
audit services. 

For example, FAR Part 42, Cancraa Admmistratimimd Audit Semcss, makes clear that the 
auditors’ responsibility is to analyze the contraaor’s fmandal and accounting information, then 
provide information and addce to the Contraaing Officer. Ihe auditor is not, however, the 
authorized representative of the Contraaing Officer, and has no authority to administer any aspea 
of a Government contraa, or to negotiate and/or setde matters with a contraaor, or to otherwise 
make binding contractual decisions. It is the Contracting Officer who, by statute and regulation, has 
the exclusive right to administer, and make binding decisions concerning a Government contraa. 
And it is the Contraaing Officer who has the responsibility to “request and consider the advice of 


’ Well over 90% of the alleged overpayments identified in the December 1998 GAO Report rill into a claims 
category; that is, where PRGI and DSCP are seeking recovery for concraaor’s alleged failure to comply with the 
requirements under the "price warranty” provision of the DSCP Brand Name Gjntroa. See, for example, the following 
categories; “discounts not offered,” “discounts earned but not taken,” and “overcharge by comparison." These types of 
alleged daims are being rigoroiisly co.itested by the contractors, and the Government’s recovery to date is negligiUe. 

The vast majority of Government contracts do not have “price warranty" dauses. Typically, the contracting 
agency ■will insert such a dause only ^vhere commercial items are being purchased under a basic agreement (“BA”), basic 
ordering agreement (“BOA”), or blanket pu.mhase agreement (“BPA”). These are written instruments of imderstanding 
where the parties agree to the terms {items, price, delivery requirements, etc.) and dauses that wiU apply to future orders 
by the Government during the term cf the agreement, and contemplates the future orders will incorporate, by reference, 
the applicable terras and conditions. See, for example, FAR Subpait 16.7, Agre&nmts. 


Doc. 446637 


- 10 - 



254 


specialists in audit, law, engineering, tians^rtarion, and other fields, as appropriate,” 

FAR 1-602-2 (emphasis added). See, also, FAR 42.302, Ccm'oa adiwiistratk^ 

The operative provisions of HJL 1827, however, go far beyond pfoviding audit advice. 

• Delegation Of “Executive Agency Authority’’ To Private Contractors 

The bdi would permit the pri'^te contractor-auditor to take'the following actions, witirout 
the review or approval of the Contraaing OfEcen determine whether the contractor has 
fulfilled its contractual obligations under the “price warranty” clause of the contraa; (ii) prepare and 
issue letters to contraaors asserting indebtedness to the United States and demand payment; 

(lii) detennine the contractual and legal adequacy of the contrattor’s response; and (iv) negotiate and 
settle overpayment claims with the contractor on behalf of the Government. These are the realities 
of the following provision: 

(B) the executive agency may authorize the contractor (subject to 
subparagraph (C)) to notify entities [i.e., contractors] of 
potential overpayments, to respond to questions [i.e., from 
contractors] concerning potential overpayments, and to take 
other administrative actions [i.e., assert, negotiate and settle 
claims] with respect to overpayment claims; and 

(C) subjea to seaion 3711 of this title, the executive head [i.e., 
delegated to the contracting officer] shall have final authority to 
resolve disputes, to compromise or terminate overpayment 
claims, to collect by setoff, and to initiate litigation or referrals 
for litigation. 

Paragraph (c)(1), Section 3562, HJl. 1827 (emphasis added). There should be no mistake about this: 
this is an unprecedented grant of contractual authority to a private contraaor! 

It is well established that for Government acquisitions, the Contracting Officer has the sole 
responsibility for entering into, administerii^, and/ or terminating contracts, and making related 
findings and decisions. FAR 2.101. It also is well recognized that the Contraaing Officer may 
delegate responsibilities and duties to an AGO, a TCO, Contracting Officer Representatives 
(C.OR.), Contraaing Officer Technical Representadves (C.O.TJ^.), and rely upon other authorized 
agents (i.e., inspeaors, engineers, projea officers, contraa specialists, etc.). We are unaware, 
however, of any instance when these core responsibilities of a Contraaing Officer have been 
delegated to any person outside the Government, much less a private contraaor. 

Moreover, providing the private contrattor-auditor with such broad authority to pursue 
claims - for which it receives 20% - presents a clear and unmistakable conflia of interest. In this 
regard, the FAR admonishes that: 

Government business shall be conduaed in a manner above 
reproach and, except as authorized by statute or regulation, with 
complete impartiality and wkh preferential treatment for none. 

Transactions relating to the expenditure of public funds require the 
highest degree of pubhc trust and an impeccable standard of conduct. 
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The general rule is tc avoid strictly any conflict of interest or 
even the appearance of a conflict of inta'est in Government- 
contractor relationships, 

FAR 3.101-1 (emphasis added). AlA has no quarrd -with the concept of compensating an outside 
auditor on an “incentive fee” basis, so long as the auditor is aaing solely as an advisor to the 
Contracting Officer and has no role in determining whether to pursue the matter. But that is not 
what is being proposed in HR 1827. 

ALA believes such a delegation of responsibilities is an extremely dangerous precedent - and 
It is being proposed, not because Contracting Officers and their authorized representatives cannot 
do their jobs, but because it faciliutes private contractors such as PRGI to generate and control the 
cash flow from the “claims” they initiate and process! In this regard, the private contraaor’s 20% 
fee is a bounty, not an incentive. 

• Contracting Officer's Authority Is Compromised 

Under the current Demonstration Program, AIA believes that the authority of the 
Contracting Officer to resolve disputes concerning the applicability of the “price warranty” clause to 
the claims generated by the private contrattor-auditor, PRGI, has been severely compromised. For 
example, DSCP views its contract with PRGI as requiring the Government to vigorously pursue all 
of the claims generated by PRGI because, absent such pursuit, PRGI might itself file a claim against 
DSCP for the 20% fee. When dealing with the supplier, ALA beheves that DSCP’s first 
consideration is: Will this resolution be acceptable to PRGI. 

Whether DSCP is correa in its assessment of potential hability to PRGI for not pursing 
claims is not the issue here. It is the perception that adversely impacts and undermines the 
Contraaing Officer’s responsibilities to ensure that each supplier “receives impartial, fair, and 
equitable treatment,” as required by FAR 1.602-2(b). Moreover, AIA believes that it unduly 
restrias the Contracting Officer’s ability to settle or compromise other unrelated issues or claims 
when the overpayment claims drive a “bottom line” settlement. In affect, the private contractor- 
auditor is moved from the role of advisor to a paitnership with the decision-maker. 

ALA suggests that this legislation make clear that the private contraaor-auditor is acting 
only as an advisor to the Contracting Officer, that the Contraaing Officer has sole discretion 
concerning the pursuit, negotiation and senlement of alleged overpayment claims, and that the 
Government has no responsibility for, or liability to, the private contraaor-auditor for the loss of 
fees or incurred costs associated with any matter negotiated, settled, compromised or abandoned, 
for whatever reason. 


III. Conclusion 


ALA beheves that HR 1827 provides an unprecedented, and extremely dangerous, 
delegation of the core responsibilities of the Government’s Contraaing Officer to a private 
contraaor. This, standing alone, is sufficient for ALA to oppose the bOl. But when this delegation 
of core responsibilities is then coupled with giving an incentive fee or bounty for amounts 
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recovered, we believe the bill ftindamentally skexs the relationship between the Govemm«it and its 
contractors. 

While the lure for the Government to imkate the claimed successes of “overpayment” 
recoveries in the private sector is, at first blush, appealing, those tactics cannot be used by the 
Government. In the private seaor, the tactic is simple; identify a potential overpayment, notify the 
manufacturer, dedua the alleged overpayment ht>m the manufacturer’s next invoice, and force the 
manufacturer to prove there was no overpaymait while, of course, the purchaser has the beneficial 
use of the manufacturer’s money. 

If Congress adopts this approach, it also will have to rewrite a fundamental federal 
acquisition prindpie: Government contrattors are to “receive impartial, fair, and equitable 
treatment” from the Contracting Officer. FAR 1.6C2“2(b). 

In the final analysis, HJl. 1827 benefits onfy the private contractor-auditor - it is the 
mechanism by which the outside auditor virtually controls its own finandal success, with litde or no 
risk. If the supplier disputes the coniraaor-auditor’s asserted claim, the contraaor-auditor walks 
aw^ from the matter, and leaves to the Government the cost and expense of resolving the dispute 
(i.e., litigation). This bill does not correa Government waste; it onty establishes a new money 
pipeline for the “recover)’'” auditors. But at a very great price to the integrity of the federal 
acquisition system. For these reasons, ALA on behalf of its 600 member companies opposed the 
enactment of HJL 1827. 

Thank you for pro'viding ALA the opportunity to present its views to the Committee on 
HR. 1827. 
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espedaDy in the Court of Appeals for the Federal Circuit on Government 
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Mr. Koehler was the primary author of a three-volume acquisition procedures 
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"Certifying Claims Under The Contracts Disputes Act of 1978- The Ghost of 
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ContraCT Law Journal. Mr. Koehler represents clients on a wide range of 
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Campaign Medals. 
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the firm's Technology Committee for five years. 
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Mr. Horn. Thank you very much. We appreciate that com- 
prehensive testimony. 

Mr. Dinkins, in your testimony, you say that the government will 
benefit from recovery auditing even more than the private sector. 
However, you also state that you do not have a broad enough sam- 
pling of results within the government to accurately project the 
benefit of the program. What factors support your conclusion that 
the government would realize a greater benefit from recovery au- 
diting than the private sector? 

Mr. Dinkins. Well, I would say to begin with, the long experience 
that we have with AAFES at just under one-half of one-tenth of 1 
percent and the current experience in the demonstration program, 
those numbers are roughly synonymous. So I wouldn't venture to 
state at this point— and I would say that the opportunity within 
HCFA is significantly higher than that. It would be billions of dol- 
lars a year and also a higher recovery percent. But somewhere be- 
tween the private sector average rate of one-tenth of a percent and 
one-half of one-tenth of 1 percent and probably closer to that one- 
half of one-tenth of 1 percent number is the real opportunity within 
government. 

Mr. Horn. In your testimony, you recommend raising the thresh- 
old for payment activity, subject to recovery audits, from $10 mil- 
lion to $500 million. You stated that the amounts recovered from 
an audit of the $10 million payment program would not justify the 
costs and administrative burdens. What are the costs associated 
with performing recovery audits? 

Mr. Dinkins. That statement is probably more self-serving for us 
the contractor in the sense that we have a huge investment at the 
beginning of any effort to access all of the relevant media, process 
it through a data center, prepare and d^loy staff, technology, 
hardware, et cetera. And in a smaller environment, those invest- 
ments would not bear fruit. And I would point you to a corollary 
in the private sector. Typically, we looked at environments that are 
in excess of $500 million. That is not to say that there wouldn't be 
multiple s^ments within any particular agency that would add up 
to $500 million. That would obviously be well worthwhile looking 
at, in terms of the benefits to both parties. 

Mr. Horn. Well, you noted that since September 1996, when the 
Defense Supply Center of Philadelphia contracted with the Profit 
Recovery Group to perform these recovery audits, more than $20 
million in overpayments had been identified. Only $2 million has 
been recovered. Now, according to Mr. Dinkins statement, I guess 
the balance is in various stages of recovery and I would be curi- 
ous— and Mr. Wi I wording might want to get in on this— what is the 
status of recovery of the identified by uncollected overpayments? 

Mr. Dinkins. Our experience in the private sector ranges in the 
high 80 percent range in terms of what is collected, as compared 
with what is identified. And, typically, the difference is that there 
is some piece of information that was not resident within the cli- 
ent's files that the supplier may have access to that helps to create 
a better understanding of the situation. I think that the reason 
for— first of all, let me correct a couple of figures. Where we are 
today is about $4 million: $2.5 million of which is identified, an- 
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other $1.5 million which has been approved by the contracting offi- 
cer and ready for deduction through DFAS's systems. 

I think you heard prior testimony from Mr. Allen at DSCP say- 
ing that there was another $10 million that was ready to go on top 
of that. I don't recall the exact numbers. There is about $12 million 
today that is identified and writing final determination from the 
contracting officer. 

Now, obviously, we don't affect collections with the suppliers. 
That is the Department of Defense's role and responsibility as part 
of the program. We identify the overpayments and then they pur- 
sue their normal course of action in terms of how to first notify the 
supplier that there is a potential overpayment, ask for their com- 
ment before anything further happens, and then, at an appropriate 
time, make an offset on a future payment. 

Mr. Horn. Mr. Wilwerding, do you have anything to add to that? 

Mr. Wilwerding. Yes, Mr. Chairman. I believe also an impor- 
tant part of that recovery percentage— and I agree with Mr. 
Dinkins that the private sector recovery percentages do range up 
toward 80 percent in some cases. A great deal of that is a result 
of the working relationship between the recovery vendor and the 
payees in these points and, on the health care, beng the providers. 
In that there is a system in place to forward information, substan- 
tiate claims, and facilitate payment back and forth. That would 
take some time to develop on behalf of the government agencies, 
but it is very realistic to believe that that would be in place and 
would create a very synergistic environment to work together in 
that recovery effort. 

Mr. Horn. Well, we asked the last panel about the following and 
how are disputed over payments handled by your companies, when 
that is a dispute? Is there an organized process or an appeals 
group? Or how does it work? Is it the contract officer? Yes, Mr. 
Dinkins. 

Mr. Dinkins. That is actually not our role. That is handled 
through normal scenarios within the government and it is pri- 
marily a contracting officer makes the final disposition of any 
claim. 

Mr. Horn. So it works very much like in our debt collection legis- 
lation. If it is turned over to a private collector, why they simply 
go get the amount and if there is a problem with the I RS, fine, talk 
to the people at IRS. OK, I understand that. Does anybody have 
any other thoughts on the appeal process in any way? Yes, Mr. 
Koehler. 

Mr. Koehler. Mr. Chairman, under the Federal Acquisition Reg- 
ulation that governs all contracts, there is no debt under the r^u- 
lation until the contracting officer issues a contracting officer's final 
decision. At that point, when the contracting officer issues a deci- 
sion, that then constitutes a debt and the government then has the 
option to withhold payment or offset, but not until that point in 
time. It is also the point in time when interest begins to run. 

I think earlier one of the panelists was talking about that 
months and months would go oy with interest or years would go 
by with interest. Well, that is not true. If the government identifies 
a claim and the contracting officer issues that decision, that inter- 
est begins to run on those amounts at the Treasury rate. So I think 
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that we have to keep that in mind as we move forward on this 
project. 

Mr. Horn. Mr. Dinkins, the Government Waste Corrections Act 
of 1999 recognizes that the identification of overpayments to pro- 
viders of goods and services through recovery auditing has been 
used successfully in the private sector. Accordingly, the proposed 
legislation generally requires each executive branch agency to con- 
duct recovery audits for its payment activities that expend at least 
$10 million annually. Although the Federal Government buys 
many of the same items as does the private sector, the Federal 
Government is also the sole buyer of other items, such as major 
weapons systems. 

With that as a preface, does the— you pronounce the initials here 
PRGI— does that Profit Recovery Group perform or have the capa- 
bility to perform recovery audits for private sector companies such 
as United Airlines that buy from the aerospace industry? 

Mr. Dinkins. Yes. As a matter of fact, we do provide services to 
major airlines today. 

Mr. Horn. Major weapons systems manufacturers such as Boe- 
ing or Lockheed-Martin do not offer cash discounts and other over- 
payment type claims typically found in retail businesses. What are 
some of the examples of the type of overpayment claims you antici- 
pate finding in major weapons systems acquisitions? 

Mr. Dinkins. Most of the identified overpayments in that arena 
would be contract compliance related issues. You still have 
incidences of duplicate payments and other types of errors. Con- 
tract compliance will be the key area of that investigation. 

Mr. Horn. We have heard from the chief financial officer of 
Medicare. I am just curious, how applicable is recovery auditing to 
health care, be it Federal level or the State level, or just plain old 
hospital level? 

Mr. WiLWERDiNG. Mr. Chairman, we would feel that it is ex- 
tremely applicable. Going back to my testimony. Medicare program 
is utilizing the private sector carriers to administer these health 
benefits. Those carriers are currently using private sector recovery 
firms to audit, identify, validate, and recover overpaid claims. They 
are using very similar, if not the same, claim systems, the same 
training techniques on their claim analysts, and the same internal 
audit techniques they use on their private sector insurance claims. 

Therefore, it would be apparent that the ability to audit and 
identify these claims and recover those claims on behalf of Medi- 
care would be similar to that of the private sector. 

Mr. Lyons. I think I can speak on that issue also, Mr. Horn. 

Mr. Horn. Sure. 

Mr. Lyons. I was the chief operations administrator for our com- 
pany's health insurance programs in the late 1980's and early 
1990's. Walgreen's is self-insured and self-administered. And, we 
employed outside audit recovery firms to review health insurance 
claim payments with about a 4 percent recovery rate, if I recall. 

Mr. Dinkins. I would add to that, Mr. Horn, that that represents 
about 10 times the level of recovery demonstrated in government 
and other programs today. So health care typically offers a larger 
area of opportunity. 



262 


Mr. Horn. I don't doubt that. There are big dollars at stake 
there. Mr. Wilwerding, the majority of claims deemed erroneous 
stemmed from issues of lack of medical necessity, incorrectly coded 
claims, and services paid for that were actually uncovered or unal- 
lowable. Given that you do not get involved in making medical 
judgments, could you describe the methodology you use and the 
type of errors you identify? 

Mr. Wilwerding. Certainly, Mr. Chairman. Our process is to 
identify errors that are primarily based on a set of data facts that 
determine the eligibility and the appropriateness of the claim. That 
may be associated with the beneficiary's eligibility for the program, 
the contract allowances, what the insurance policy or benefit policy 
covers and what it does not cover. They could identify things such 
as duplicate payments or payments that are not customarily made 
or over a certain program maximum amount. The validity of those 
claims tends to run very high. Of the claims we identify as poten- 
tial overpayments, we acknowledge that some 80 percent of those 
claims will be accurately overpaid. 

We will only pursue— and I think it is an important issue to 
bring out here under contingency fees and I would assume Mr. 
Dinkins would support this— those of us that are operating on get- 
ting paid on successful recoveries will only pursue those claims 
that are valid overpayments. We have no incentive to pursue 
claims that we know are not valid and will not likely be reim- 
bursed by the payee. It is, in the health claim area especially, since 
we deal with fairly low-balance claims and a high volume of those 
claims, extra effort is given to make sure that the claims we are 
pursuing are accepted by the provider and we have the data in- 
house to present to the provider the valid request for the reim- 
bursement. 

Mr. Horn. Mr. Wilwerding, in your testimony, you state that it 
would not be efficient for the Federal departments and agencies to 
collect overpayments by offsetting future payments. Why would 
this process not be efficient? 

Mr. Wilwerding. Perhaps that testimony needs to be revised. It 
is not necessarily inefficient, but I do believe that it is burdensome 
upon the provider community and we could, at some point, and I 
could submit a statement into the testimony that would give an ex- 
ample of why this would be burdensome if you would prefer that. 

Mr. Horn. Mr. Lyons, does the Walgreen Co. do any of its recov- 
ery auditing internally? 

Mr. Lyons. We do have a small initiative, Mr. Horn. Frankly, we 
are trying to put our dollars into developing systems that will 
eliminate the post-audit recovery issues. So we are looking at new 
billing systems and new accounts payable systems that will tend to 
probably not eliminate completely, but at least minimize post-audit 
recovery activities. 

Mr. Horn. H.R. 1827, which is before us, would require a recov- 
ery audit contractor to provide departments and agencies with peri- 
odic reports on conditions giving rise to overpayments and rec- 
ommendations on how to mitigate such conditions. What rec- 
ommendations has the Profit Recovery Group International pro- 
vided to the Walgreen Co. on ways to improve its payment proc- 
esses and reduce the incidences of overpayments? 
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Mr. Lyons. Well, I am not sure that I can be very specific in that 
area, although various audit recovery firms in the past have made 
specific recommendations. Typically, these are recommendations 
having to do with system changes and/or manual procedure 
changes. Some of which we have made. It is easy to make a man- 
ual procedure change. It is very difficult to make a systems change 
when it is tied into a fully integrated process. 

Mr. Horn. We noted earlier that the Defense Department con- 
tracting officer in most Federal departments deal with the vendor- 
supplier disputes over the validity of an overpayment identified by 
a recovery auditor. How does Walgreen handle this? 

Mr. Lyons. Well, I think the first point that I want to make is 
that the Walgreen Co. controls the audit activities. So, when a dis- 
pute arises, the facts typically speak for themselves. Is there a pur- 
chase contract? And is there the supporting documentation to vali- 
date the claim? Usually, if there is, we proceed. If there is not, we 
don't. And I should say in that respect, that I see very few post- 
audit recovery claims that do not nave a tremendous amount of 
documentation, supporting documentation. 

Mr. Horn. Mr. Koehler, as I understand it, the Profit Recovery 
Group International identified overpayments, sent letter of indebt- 
edness to vendors, and many vendors protested through their trade 
association, the American Logistics Association, for which you are 
counsel. Have vendors complained to the American Logistics Asso- 
ciation about recovery auditing performed for private sector compa- 
nies? And, if so, what are we talking about in terms of complaints? 

Mr. Koehler. Well, Mr. Chairman, the answer is no, because the 
American Logistics Association is associated just for sales to the 
Federal Government so that the association itself would not have 
access to that. I know on a personal level the companies that we 
do represent that there are two different types of, if you will, issues 
that arise on the commercial side. One is the ministerial or billing 
errors. And Mr. Lyons is correct. That type of documentation is rel- 
atively easy to see and there is very little difficulty with getting 
those resolved. 

The other area, though, is in relation to the government contract- 
ing, is in the application, not of those type of ministerial or billing 
errors, but rather in the interpretation of the price warranty clause 
and the attempt to enforce it. I think George Allen, for DECA, stat- 
ed that with regard to the price warranty issue, that those were 
breech issues. Well, if that is the case, then that clearly is an area 
that should never be delegated to an outside contractor for resolu- 
tion. Because only that area is the responsibility of the contracting 
officer. 

Mr. Horn. Now I gave the last panel the chance to have any- 
thing to say that they haven't said in the dialog either between the 
Chair and the panel or within the panel. So anybody want to get 
something off their chest now into the record? Any takers on that? 

Well, we thank you very much for coming. We appreciate the 
knowl^ge you bring to this and the experience. And that will be 
very helpful in marking up the bill. 

I would now like to thank the following people for setting up this 
particular hearing: The Government Management, Information, 
and Technology Subcommittee staff is headed by its staff director. 
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Russell George, and chief counsel— I don't see him right now. The 
person to my left, to your right, who has put most of the effort into 
this particular hearing, is Randy Kaplan; who is also counsel to the 
subcommittee and a professional staff member. Matthew Ebert, 
policy advisor, is back here on the bench. J ane Cobb of the full 
committee, is liaison on this bill, with Mr. Burton's interest. And 
we have Bonnie Heald, director of communications, probably with 
somebody in the media here. And Grant Newman, our clerk, 
against the wall over there. We have J ohn Phillips, intern. And 
then Paul Wicker, intern; J ustin Schlueter, intern; Lauren Lefton, 
intern. 

And, for the Democratic side. Faith Weiss, the minority counsel; 
Earley Green, minority staff assistant. And Yon Lupu, the court re- 
porter. 

So thank you all. And, with that, this hearing is adjourned. 

[Whereupon, at 5:01 p.m., the subcommittee was adjourned.] 

[Additional information submitted for the hearing record follows:] 
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DEPARTMENT OF HEALTH & SERVICES 


T‘! 

'.V 2 t-,r"t-, C.C. 20201 


DEC 1 5. ’-rra 


Tae Honorable Edward M. Kennedy 
United States Senate 
Washington, D.C. 20510-6300 

Dear Senator Kennedy; 

"nmnk you for your letter suggesting the use of private insurance recoveiy specialists to 
recover Medicare overpayments. I regret the delay in tiiis response. 

The Efealth Care Financing Administration continues to seek new wsys to reduce Sand, 
waste, and abuse and to recover overpayments whenever possible. We are aware that the 
private sector has benefited from using recovery specialists, and we have had numerous 
inquiries about adopting this business concept for the Medicare program. It is our 
understanding however, that this type of service is generally provided on a contingency 
fee basis. Since we do not have the statutory authority to pay contractors in tiat maimer, 
we are unable to consider using private recoveiy' specialists at this tune. 

As you know, we arc working in a range of areas to reduce instccccs of overpayment, 
enabled in part by the invaluable anti-fraud provisions of the Health Insurance Portability 
and Accountability Act of 1996, We greatly appreciate your continued interest in 
Medicare and in our fight against fraud waste, and abuse. I look forw-ard to woriang 
with you in the future on these erincal issues. 

Sincerely, 

Nancy-Ana Min Deparle 
Adndni straior 


-L 
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DEPARTMENT Of HEALTH S. HL’MA.V SERVICES 




T-i Ac'-.-'St'jcaf 
■'Vjs-.r;;-, ^.C. 20201 


DEC 1 5 Tra 


The Honorable Edward M. Kennedy 
Uruted States Senate 
Washington, D.C 20510-6300 

Dear Senator Kennedy: 

Thank you for your letter suggesting the use of private insurance recovery specialists to 
recover Medicare oveipaymests. I regret the delay in this response. 

The Health Care Financing -Administradoa continues to seek new ways to reduce fraud, 
waste, and abuse and to recover overpayments whenever possible. We ire aware that the 
private sector has benefited from using recovery specialists, and we have had numerous 
inquiries about adopting this business concept for the Medicare program. It is our 
understanding however, that this type of service is generally provided on a coatingeacy 
fee basis. Since we do not have the statutory authority to pay contractors in diat manner, 
we are unable to consider using private recovery specialists at this time. 

As you know, we are working is a range of areas to reduce instcnces of overpayment, 
enabled in part by the invaluable anti-fraud provisions of the Health Insurance Portability 
and Accountability Act of !99d. We greatly appreciate your continued Interest in 
Medicare and in our fight against fraud, waste, and abuse, I lock forw'ard to working 
with you in the future on these critical issues. 

Sincerely, 

Nancy-Ana Min Deparle 
Administrator 
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DEPART.nENT OF HEALTH t HUMAN SERVICES 



DEC 1 5 ::'93 


Tae Honorable Edward M Kennedy 
United States Senate 
Wasiun8;ton. D.C. 20510-6300 

Dear Senator Kennedy; 

Thank you for yoiif letter suggesting the use of private insurance recovery specialists to 
recover Medicare overpayments. I regret the delay m tiiis response. 

The Health Care Financmg Administration continues to seek new ways to reduce fraud, 
waste, and abuse and to recover overpayments whenever possible. We are aware diat the 
private sector has benefited from using recovery specialists, and wc have had numerous 
inquiries about adopting this business concept for the Medicare program. It is our 
understaading however, that this type of service is generally provided or a contingency 
fee basis. Since we do not have the statutory authority to pay contracton in that maimer, 
we are unable to consider using private recovery specialists at this tune. 

As you know, we are working in a range of areas to reduce instances of overpayment, 
enabled in pan by the invaluable acti-fraad provisions of the Health bsunnee Portabili^ 
and Accountability Act of 1996. We greatly appreciate your continued interest in 
Medicare and in oui fight against fraud, waste, and abuse. I look forward to working 
with you in the future on these critical issues. 

Sincerely. 

Nancy- Ann Min Deparle 
Administrator 
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Octobers, 1998 


Nancy ^-^ca Min DeParle 
Administrator 

Health Care Financing Administralioti 
Department of Health and Human Services 
Actaniion: HCFA-7020-P 
Post Office Box 26676 
Baltimore, MD 21207-0519 

Dear Nancy Aam 

■^itb tl^ enactment of the Health Insurance PottabiJi^ and Accountability’ Act of 1996, 
Congress provided in^naat additional resources to fight health care fraud and recover 
inappropriaie payments. The inteot of Congress with this legislation was to improve the integrity 
of the Medicare program and to encourage HCFA to act expeditiously to conlraa for innovative 
solutions to 5^t fraud and to expand programs to recover overpayments due to billing eirors. 

I am writing B encourage you to consider the use of one possible tool to recover a 
significant portion of Medicare overpayments; private insurance recov^ specialists. It is my 
uettestandhig that many of the private insurance companies which act as Medicare 
administrators use additional private sector expertise « recover overpayments they encounter is 
their private Insurance business. Other federal programs siBh as health plans parucipating in the 
Office of Peraocnei Management’s employee hcaithbeaent plans also use this source of 
expertise. 

I recognize that HCFA has worked hard in recent months to deal with ihs complex issues 
associated with Medicare fraud and abuse. The private sector model for recovery of 
overpaynrea^ is an option that should be considered. Please do not hesitate to coomet David 
Nexon or Shecra Rosenfeid La my Health office if you have any questions. 





Edward M. Kennedy 
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Octobers, 199? 


bJaacy Ana Min DeParle 
A^jniaisttator 

Heaixb Care Finaaciag Adoini^traiioa 
Deparmieat of Haaitk and Human Services 
Aoesdos: HCFA'702€-? 

Post Office Box 26616 
Baldfflore, MD 31207-0519 


Dear Haney Aaru 

With the ecacfflent of the Health insurance Parcabiiity and Aceotmtability Act of 1 996, 
Cotigress provided imponaat additioisal resources tc fighs bealdi care fraud aad recover 
inapprojsiase payaeats. inaat of Coograss wii djis legislaScn sv&s la improve the Integity 
of the Medicare program tod to encourage HCFA to act expedidoualy to contract for iooovadve 
soiutmas to fratai and to expand programs to ttoovex overpayxEsects due to bilUng «t«ss. 

I aaa'writiag to cncaurage you to oaosider the use of one possible tool to recover a 
sl^sxSc^ portion of Medicar: overpsyewots; privaas insurance rcccvcry specuKsrs. It is my 
understanding that many of the private insurance cempaoies which act as Medicare 
administntofs use adthdotai private sector experdse to recover ovstpaymenis they encoucwr Is 
their private Insurance bi^iness. Other fedei^ programs such as health plans paridpating h dte 
Office of Fersoriacl Maaagemeat' s employee health benefit plans also use this scurc# cf 

I recegniza that HCFA has worked hard in recen: months to deal with the complex Issues 
associaod wiih Medicare fraud and abuse. The private sector model for recovery of 
overpayments is an opdon that should be considered. Please do not hesitate to comact David 
Nexon or Sheers Rosenfeid in my Health office if you have any questscas. 



Edward U, Kennedy 
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HUMAN RESOURCES 
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October 5, 1998 


Nancy Aon Min DcParie 
Adininistralor 

Health Care Financing Aidmiaistntdon 
Department of Health and Human Services 
Attentian; HCFA-7020-P 
Post Office Box 26676 
Baltimore, MD 21207-0519 

Dear Nancy Amu 

With the eoactmem of the Health Insurance Portability and AccountabiUtv* Act of 1 996, 
Congress provided important additional resources to fight health care fiaud and recover 
mappropriate payments, Pne intent of Congress with ibis legislation was to improve the integrity 
of the Medicare program and to encourage HCFA to act expeditiously to contract for innovative 
solutions to fi^t fraud and to expand programs to recover overpayments due to billing err or s. 

I am writing to encourage you to consider the use of one possible tool to recover a 
si^rificant portion of Medicare overpayments; private inscrancs recovery specialists. It is my 
understanding that many of the private insurance companies which act as Medicare 
admioistr^ors use additional private sector exparcise to recover overpayments they encounter is 
their private iosurance business. Other federal programs such as health plans participating in the 
Office of Peraonnel Management’s employee health benefit plans also use this source of 
expertise. 

I recofnize that HCFA has worked hard in recem months » deal with the complex issues 
associated with Medicare fraud and abuse. The private sector model for recovery of 
ovetpaymens is an opsoa that should be considered. Please do not hesitate to contact David 
Nexon or Shecra SU)secfeid in my Health office if you have any questions. 





Edward M. Kennedy 
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RESPONSES TO KEY PORTIONS OF THE TESTIMONY OF 
ROBERT KOEHLER ON H.R. 1827 - JUNE 29, 1999 


Following are excerpted from pages 8 and 9 of die wittOT testimony: 

Point 1 ; "PRGI and DSCP eitlier failed to consider the mandates of FAR Subpart 32.6, Debt Collection, in 
pursuing these types of claims, or simply ignored them in generating claims." 

Response: 

During the very early phases of the demonstration project^ the interpretation of the language in 
Section 354 of the 1996 Defense Audtorizations Act was that FRGI, operating under the 
outsourcing initiatives, was empowered to act as the Contracting Officer's authorized 
representative. As a result of complaints by the ALA on behalf of some of its constituents and 
in an effort to be as fair as possible, all correspondence was subsequently issued over the 
Contracting Ojficer's signature, in full compliance with FAR 32.6. 

Point 2: "PRGI proposed, and DSCP accepted, a course of conduct that was intended to withhold the 
contractors money while the contractor challenged the claim, %^ile this plan obviously generates cash 
flow for PRGI on 20% of the withholding, the withholding itself violates FAR Subpart 32,6, Debt 
Collection. 

Response: 

At no time since the inception of this program have involuntary offsets been taken against any 
vendor. Further, every vendor received at least two notification letters, each allowing 30 days 
for response and dialogue; a total of sixty days, even under the original interpretation where the 
letters were issued over the contractor's signature. Vendors were given every opportunity to 
refute, in whole or part, any claims issued. 

According to the provisions of the FAR at Subpart 32. 606: 

(d) Except in cases in which an agreement has been entered into for deferment of collections 
(32.6 13) or bankruptcy proceedings against the contractor have been initiated, the contractor shall 
be required to liquidate the debt by- 

(1) Cash payment in a lump sum, on demand; or 

(2) Credit against existing unpaid bills due the contractor. 

(e) The responsible officials shall use all proper means available to them for collecting debts as 
rapidly as possible. Practices for ascertaining and collecting debts shall be comprehensive, 
dynamic, and as uniform as practicable. Full consideration shall be given to personal contact and 
follow-up. 

Further, FAR Subpart 32.698 reads as follows: 

32.608 Negotiation of contract debts. 

(a) The responsible official shall ensure that any negotiations concerning debt detenninations are 
completed expeditiously, if consistent with the contract, the official shall make a unilateral 
determination promptly if the contractor is delinquent in any of the following actions: 

( 1 ) Furnishing pertinent information. 

(2) Negotiating expeditiously. 
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(3) Entering into an agreement on a fair and reasonable price revision. 

(4) Signing an interim memorandum evidencing a negotiated pricing agreement involving refund. 

(5) Executing an appropriate contract modification reflecting the result of negotiations. 

(b) The amount of indebtedness determined unilaterally shall be an amount that— 

( 1 ) Is proper based on the merits of the case; 

(2) Does not exceed an amount that would have been considered acceptable in a negotiated 
agreement; and 

(3) Is consistent with the contract terms. 

(c) For unilateral debt determinatior^, the contracting officer shall issue a decision as required by 
the clause at 52.233-1, Disputes. Such decision shall include a demand for payment (see 
33.211 (a){4)(vi)). No demand for payment under 32.6 10 s hall be issued prior to a contracting 
officer’s final decision. A copy of the final decision shall be sent to the appropriate finance office. 

In every case, even though the identified debts met the criteria referenced above, involuntary 
offset/collection was NOT instituted, in an effort to give the vendor community every 
opportunity to present facts or documentation mitigating in their favor. This action was taken 
despite the requirements of the FAR to expeditiously collect any valid identified debt owing the 
Government 

Point 3: "At the time of contract award, apparently neither PRGl nor DSCP recognized the fact that 'unit 
price' claims under the 'warrantee price' provision would necessarily turn on Government documentation 
located at the overseas commissaries and in-country central distribution centers. When industry 
representatives stressed the importance of this documentation, apparently the overseas commissaries 
objected to doing PRGI’s legwork of searching for, and reviewing, their respective files for the VCM, 
coupon redemptions, and other data that would identify price adjustments by contractors. Faced with this 
dilemma, PRGI and DSCP simply elected to proceed with the 'unit price' claims without reviewing those 
government documents. (As noted earlier, it was not until January 1999, some 27 months after DSCP's 
award to PRGI, that PRGI and DSCP personnel reviewed those documents.)" 

Response: The audit work conducted by PRGI included a review of ALL government 
documentation maintained by the disbursing activity, DFAS Columbus, and by the Contracting 
authority, DSCP. Neither of these facilities had been apprised of, nor received documentation 
(as required by contract*) relating to after-market price reductions (VPR's). From all records 
available, PRGI was able to ascertain the actual price paid by the government at the time of 
purchase. And from this, determine that in all cases resulting in claims, this price was higher 
that the price offered in the private sector for the same items during the same time frame. 

The issue of Vendor Credit Memos in fact did not arise until the ALA had exhausted its 
previous attempts to 'kill' the audit At that time the issue was presented that "...the government 
may have paid a higher price up front, but we {the ALA vendor) ^\rite checks and credit memos at 
all the individual commissary stores OConUS, so you eventually get a better price than our 
commercial customers. " 

When PRGI and DSCP were apprised of this allegation, PRGI immediately offered to visit the 
commissary stores and obtain the VCM documentation. NEITHER DeCA, NOR THE 
INDIVID UAL STORES WERE EVER ASKED TO DO ANY OF THE CONTRA CTOR 'S 
"LEGWORK"FOR THEM. Further, each individual vendor was advised that if they had 
documentation refuting the claim in whole or part, they simply had to provide documentation 
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supporting their position. The vendor community's response ivOvS at first, that they did not have 
any of this documentation... the ONLY place the documentation could be obtained was in the 
overseas commissaries. In point of fact, when the government asked for VCM documentation 
from the vendor, the response (with the contractor present in the room) was "...it’s your 
documentation, you go get it from DeCA {We can only surmise that the industry 
representatives believed that neither the government, nor the contractor would incur the 
expense of travelling overseas to obtain the documentation.}. Later, the industry amended its 
position, stating that it did have the records, but was not inclined to do the research needed to 
provide the documents as they were old and stored off-site. 

Point 4: " It is the ALA's understanding that DSCP was unable to find its own documentation for at least 
one of the years in question (FY 93). So PRGI simply assumed nothing had changed from year to year and 
sought recovery for FY 93, even though it had no documentation to support the claims. This f^t alone 
points out the extreme difficulty, if not practical impossibility, in fmding documentation to refute claims 
that are based on transactions, among hundreds of thousands of transactions, that occurred four, five, and 
six years ago. This, the ALA believes, is why the "warranty provision" extends only to the offer’s "latest 
fiscal year". 

Response: This statement is flatly inaccurate. Although some hard copy documentation for FY 
93 was not available, all the requisite electronic files were. Further, PRGI "assumed" nothing; 
if there was insufficient documentation available to justify a claim, the claim was not written. It 
is not in the best interests of any party to generate claims that are not documentable, 
supportable and collectable, since these would never be recovered for any client, public or 
private. Where claims were written for FY 93 transactions, the requisite documentation was 
reviewed by the contracting officer before approving the claim, and supplied to the vendor as 
part of the claim documentation. Further, all claims were written, and detailed to the Contract 
and CLIN level, including the number of units, purchase cost and extended cost for each line 
item, information only available from the government disbursing records. 

Regarding the age of the claims, the fiscal years to be audited were stipulated by the enabling 
legislation. The older the data, the more difficult it is to obtain and work with for all parties, 
however, both the FAR and the DoDFMR stipulate that contract audits can go back six years, 
and this was well within the permitted time frame. Further, the IRS regulations on these types 
of financial records require they be maintained for seven years. 

Finally, the assertion that the warranty clause extends only to the latest fiscal year is clearly 
without basis in either logic or law. The intent is to ensure that there is a commonality between 
the audit period and the records being reviewed. To do otherwise would require comparing the 
prices paid in FY 1993 to the prices offered by the vendor in FY 1999. 

Point 5: "While the Fiscal Year 1996 legislation required the private contractor (PRGI) to audit the DoD’s 
records for FY 93, 94 and 95, that requirement did not, and could not, change or modify the existing brand 
name contracts and its 'price warranty' provision which in turn, is limited to the contractors "latest fiscal 
year". Accordingly, the government has the right to pursue ministerial clerical payment errors at any time 
prior to the close of the contract. Claims based on a warranty, however, are governed by the terms of that 
warranty. PRGI and DSCP continue to ignore this basic distinction." 

Reply: The ALA ’s assertion vis-d-vis the warranty clause in DSCP 3846 is untenable, and the 
government has already rendered an opinion to this effect 

Point 6: "It was in the financial interest of both PRGI and DSCP to present the "discount for prompt 
payment" claims as if "billing advantage" was an independent warranty item, totally independent of the 
"average price" determination, because the documentation identifying that factor can be generated with 
little effort. The ALA believes this is one example of the problems caused by incentive-based audit 
contracts. 
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Reply: Cash discounts for prompt payment are, in fact, a separate warranty item. The very 
nature of such discounts makes them discretionary on the part of the purchaser. When an 
invoice is presentedfor payment with stated terms of **2% lOdays, net 30 days*’, thepurchaser 
has an option, pay in ten days and take the discount or pay in 30 days and pay the full invoice 
amount without discount. When a vendor elects not to offer the government the same discount 
terms as it makes available to the private sector, they are removing the government’s ability to 
exercise such an option, and avail itself of these time value of money discounts. 

Cash discount for prompt payment is solely a time-value-of •money issue, and has no bearing 
on the unit cost of merchandise. The sole purpose of a cash discount for prompt payment is 
enhance the vendors cash flow by incentivising the purchaser to pay the invoice earlier than the 
"net” due date. 


SUMMARY OBSERVATIONS: 

Recovery auditing in the private sector deals with substantively the same issues, and in many cases the 
same vendors, as the current danonstration project within DoD. In the private sector venue, 80% to 90% 
of the claims written are collected, and where disputes arise, they are amicably resolved for the most part. 
The Federal Go vemm^t, regardless of which agency or entity is involved, should be able to procure 
commercially available items in ex^tly the same maimer, and with exactly the same advantages as the 
private s«:tor. 

The vendor community has, as well articulated by the ALA, however, sought to preserve a highly 
convoluted and, for them, lucrative procurement arrangement with the government. The fact that the ALA 
exists solely as an instrument to deal with military/govemmental purchasing on behalf of commercial brand 
name suppliers, evidences the importance of the military market to its constituent membere. There is no 
such private sector counterpart, nor does the ALA involve itself in private sector matters. 


O 



